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The Concept of the State’ 


By HERMANN KANTOROWICZ 
(Professor of Law at the University of Kiel) 


Wuat is the concept of the State? This question has several 
meanings. I do not mean that innumerable statutes and other 
laws in all nations use the term ‘‘ State ’’ and therefore must be 
interpreted by putting a concept in the place of this word. 
This highly technical question must be solved by the jurists of 
each nation for each nation, and cannot be dealt with by a 
German jurist speaking before an English public. What I aim 
at is the meaning of this question for general jurisprudence, 
and this is a fundamental one, for the State is one of the 
elementary concepts of jurisprudence, and is closely related to 
the highest concept of the legal science, namely the concept of 
law itself. Our question is also important for international law, 
because, with few exceptions, only States in the constitutional 
sense of the word can possess international personality, although 
many States in the constitutional sense are not endowed with 
such personality. The United States of America, for instance, 
are a State in the constitutional as well as in the international 
sense of the word. ‘The State of New York is a State only 
in the constitutional sense, and the city of New York is a State 
in neither sense of the word, although in every other respect 
immensely more important than a body politic like Costa Rica, 
which is a State in both senses. I am now only dealing with the 
State in the constitutional sense of the word. 

But even with this restriction the question of the concept of 
the State has far more than only juristic importance. It is of 
political importance too: the concept of the State is a powerful 
means of political propaganda. A physical or moral entity 
generally strives to become perfect in one sense or the other, 
unless this tendency is checked by some interest to the contrary. 
If a body politic is recognised as a State, it will endeavour to 
become a State of the highest type: a non-sovereign State will 
strive to become a sovereign State, and a composite State will 


1 Lecture delivered at the University of London on October 12th, 1931. 
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strive to become a unitary one, always provided that its interests 
do not clash with such a tendency. If, for instance, the terri- 
torial units of the German Reich, e.g. Bavaria, are made to 
understand that under the present constitution they have already 
ceased to be States, then the South German State-righters would 
lose their theoretical basis, the last remnants of monarchical 
agitation in Bavaria would disappear, because a king pre- 
supposes a State, and the propaganda for finally establishing 
a unitary German State which is a financial, political, and 
psychological necessity would be greatly. strengthened. If, on 
the other hand, the people of the Union of South Africa begin 
to realise that the present Dominion Status has conferred state- 
hood on them, this would furnish another motive for the 
nationalist party to claim definite and full sovereignty. Lastly, 
these questions have a sentimental value. If, for instance, the 
Dominions were to be recognised not merely as States, but as 
sovereign States, then of course the British Empire would 
cease to be a State at all; a State may be composed of territorial 
units possessing statehood, as was the case in the German 
Empire, and is still the case in the United States, but a State 
could not be said without contradiction to be composed of several 
sovereign States in the full sense of this ambiguous term. The 
British Empire in such a case would be turned into a mere 
federation of sovereign States, and such a change—even if for 
all practical purposes the Empire were to preserve its unity— 
—could not fail to change deeply the peculiar tinge of British 
patriotism and political mentality. And if the United States 
were at last to grasp that the League of Nations is by no means 
a State, their horror of becoming a member of a ‘‘ Super State ”’ 
would markedly diminish. 

This will, I hope, justify me in asking you to listen for 
less than an hour to the discussion of the concept of the State. 
A question about which voluminous books have been written in 
many languages cannot, of course, be treated more than super- 
ficially in so short a time: I may hope to be able to explain 
my ideas, but not to prove them and thus convince a critical 
audience. I must, moreover, restrict myself to one of the three 
possible approaches to this subject. It is a basis of my philoso- 
phical creed that any object of thought ought to be considered 
under three aspects” : As something possessing reality, as some- 


7H. Kantorowicz, ‘“‘ Staatsauffassungen,” in Jahrbuch fiir Soziologie I, 
1925, Pp. ror sqq.; “‘ Legal Science—a Summary of its Methodology,” in 
Columbia Law Review, XXVIII, 1928, pp. 682 sqq. 
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thing not possessing reality but having an objective meaning, 
and as something having a positive or negative value. T ake, for 
instance, the hitherto delivered part of my lecture. As some- 
thing really existing it was a sort of noise bearing some resemb- 
lance to a series of English words and having happened in 
Houghton Street, Aldwych, London, W.C.2, on October 12th, 
1931, from 5.10 p.m. to 5.20 p.m. As something having an 
objective meaning my lecture has nothing to do with Houghton 
Street or October 12th, but it has a meaning which is intended 
to be the same everywhere and always. Finally, as to the value 
of this meaning, the question is again a totally different one, 
namely whether what I meant is true or at least useful. This 
division of subjects is at the same time a division of sciences; 
the empirical sciences, including History and Sociology of Law, 
deal with actually existing subjects, comprising thoughts and 
other psychological facts ; the rational sciences, including mathe- 
matics as well as general jurisprudence, deal with the objective 
meaning of rules, actions, symbols; the critical and philoso- 
phical sciences, including legislative jurisprudence and philo- 
sophy of the Law, deal with the value of actions and things. Of 
all these aspects I intend only to approach the rational one, 
which is the only one adequate to the methods of jurisprudence, 
and which therefore can be termed the legalistic or juristic 
aspect. 

It is of the utmost importance to keep these three aspects and 
the corresponding methods well apart, and at the same time to 
be fully aware that only the combination of the three will give 
the whole thing. But the science of the State has rarely done 
so. For instance, the German Classical School of Laband and 
the present Vienna school of Professor Kelsen have sinned by 
considering the juristic conception of the State as the only one 
possible. On the other side, there is a tendency in English, 
French and American thought to put the empirical concept in 
the place of the juristic one, or to confuse both. Such a tendency 
has been pointed out by Professor Dicey even in an analytical 
mind like that of Austin,* and, to give a modern example, an 
important part of the theory of that famous French authority, 
Professor Duguit, rests on the confusion of the State with its 
organs, the Government, i.e. of the permanent substance with 
its changing forms.* One of the obvious consequences would be 


3A. V. Dicey, Introduction to the Study of the Law of the Constitution, 


eighth ed., 192 . 72°8qq. | 
a; Matern Conc DLs of State, Sovereignty and International Law, 1928, 
pp. 104 sqq.; ef. A. Ross, Theorie der Rechtsquellen, 1929, p. 71. 
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that the present French Government would be free to repudiate 
the debts to England which a former French Government con- 
tracted during the War ; for why should one State pay the debts 
of another State? ‘This suffices to show that such a theory, 
which prides itself on being realistic, is unable to explain and 
to cover the simplest facts in the life of actual States. The late 
Harvard Professor John Chipman Gray has said very well, that 
“the abstract entity of the State which creates those rules 
lies behind the sovereign who is only its organ,” and, “‘ this 
use of a personified abstraction to give coherence and continu- 
ance to the efforts of the rulers is almost, if not quite, a 
necessity of human existence.”’* But in Professor Laski’s bril- 
liant Grammar of Politics we read much to the same effect : “‘ the 
unity of England is in the historic tradition which orientates a 
vast number of wills in a similar direction; it is not in some 
mystic superwill built from their fusion. ... A working 
theory of the State must, in fact, be conceived in administrative 
terms. Its will is a decision arrived at by a small number of 
men to whom is confided the legal power of making decisions.’’* 
This may be a working sociological and historical theory of the 
State, but the necessity of defining the body of men who are said 
to form this State by recurring to their ‘“‘legal’’ power of making 
decisions shows clearly enough that the legalistic or juristic 
concept of the State is the basis even of the empirical or realistic 
concept (which, as we said, we will not discuss here). The ruler, 
we may say, presupposes the existence of rules, or, to quote 
Gray again: ‘‘ Suppose King, Lords and Commons should 
meet in one chamber and vote together, an order passed by them 
would not be obeyed by the English people.’’” 

The same English authority tries to defend his realistic con- 
cept by attacking the juristic one, and says: ‘‘ But so purely 
legalistic a view has nothing to contribute to an adequate political 
philosophy. A legal theory of rights will tell us what in fact 
the character of a State is: it will not tell us . . . whether the 
rights there recognised are the rights which need recognition.’’*® 
This is certainly true, but how can we expect to learn what a 
good State or a just law is, as long as we do not know what the 
State and the Law are in themselves? Thus also the philoso- 
phical theory of the value of the State must itself be based 

5J. Ch. Gray, The Nature and Sources of the Law, second ed. 
Ppp. 67, 69. 

6H. J. Laski, A Grammar of Politics, 1925, pp. 32, 35. 
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on the legalistic or juristic theory of the State, and such a theory 
assuredly cannot be replaced by an empirical theory. The em- 
pirical theory can show what men actually do, when they govern 
a State, but certainly not what they ought to do. It is a corre- 
sponding mistake, when the late New Zealand judge, Sir John 
Salmond, in his important book on jurisprudence, says: ‘‘ The 
State must be defined by reference to such of its activities and 
purposes as are essential and characteristic’’; as the two 
primary and essential functions he regards ‘‘ war and the 
administration of justice.’’® But such a ‘‘ functional ’’ concept, 
as we may call it, is of little use in general jurisprudence, 
because the attribution of certain functions to the State is not 
a matter of scientific recognition of the State’s nature, but a 
politico-philosophical conviction of what the functions of a State 
ought to be. Such convictions vary from age to age, nation to 
nation, person to person. I do not think, for instance, that Presi- 
dent Coolidge and President Stalin would ever be agreed as to 
what such functions ought to be. I even venture to believe that 
Judge Salmond would have liked to live in a State to whose 
essential functions, not the organisation of war, but the prevention 
of war belonged, because we are beginning to realise that, if the 
State does not put an end to war, war will put an end to the 
State. 

Allow me one further very general remark. I want to give a 
useful, not a true, concept of the State. Only propositions can 
be true or false, and they must be the one or the other: useful- 
ness is something quite apart, whatever pragmatists and other 
sophists may say. Therefore, despite Hegelians and other 
philosophers, a concept, being not a proposition, but an element 
of a proposition, can be neither true nor false, it cannot amplify 
our knowledge, but may be useful in classifying it. In this 
sense, concepts can and must serve as instruments of a simple and 
certain classification, and that means in our case that our concept 
of the State must be capable of being used for the formation 
of true and important propositions regarding the nature and 
functions of the thing called ‘‘ State,’’ while the propositions 
themselves must be proved to be valid in positive Law. 

If we now want to form the juristic concept of the State we 
must, of course, regard it as a subject of rights and duties, 
as a legal personality. This implies that we must not, as many 
do, consider the Law a creation of the State, a theory, which 
would be incompatible with the existence of customary Law, of 


9 Sir J. Salmond, Jurisprudence, seventh ed., 1924, Pp. 139. 
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canon Law, and of international Law. On the contrary, the 
State presupposes the Law—international or national Law—and 
this idea is borne out by the history of jurisprudence, which 
shows that no concept of the State has ever been formed that did 
not imply some legal elements. It is also borne out by sociology : 
there never was a phase in human life which was prelegal, 
although admittedly we have had long periods of history when 
there were no States, but only wandering hordes and tribes. 
This legal personality of the State, whose essence and substance 
does not change with its changing physical members, and which 
is able to outlive them although it is not itself endowed with 
immortality, is best described as a corporation, but differs from 
other corporations by being what, since Gierke, has been called 
in German jurisprudence a ‘‘ Gebietskorperschaft,”’ a territorial 
corporation. ‘This is a corporation which has the competence 
to rule the men inhabiting a definite territory, that is impose 
its ‘‘ will’? on them (whatever this word may mean in jurispru- 
dence). If we do not employ this element of territoriality, as 
certain jurists do, we could not distinguish a State, for instance, 
from a Church: In so far we adhere to the famous theory of 
the three elements of statehood : to wit the territory, the popula- 
tion, and what German jurists call ‘‘ Herrschgewalt,’’ that is 
imperium or ruling power, for which we could better say the 
competence, or the right to rule (while others speak of ‘‘ Ver- 
bandsgewalt,’’ corporativé power). ‘These three elements, how- 
ever, cannot be co-ordinated, because a person cannot impose his 
will on a territory, but only on beings themselves possessing a 
will. These are, of course, the men forming the population of 
the territory, or the people—a notion with which I cannot deal 
here. But we must stress the point, that the competence of the 
corporation to impose its will naturally includes the right 
to enforce this will also on such of its members who 
do not consent. Here again we can study the difference 
of the various methods and concepts. If we say that a State 
in the long run cannot be maintained without the consent of the 
governed we are stating a psychological and empirical, and not 
a juristic theory ; if we say that a State ought to be founded on 
the consent of the governed, we adopt a certain, and in fact a 
democratic philosophy of the State, and do not point out its 
essence, with which jurisprudence is concerned, but its value. 
It is, however, by no means sufficient to say that a State is a 
corporation endowed with the competence to rule a population 
inhabiting a certain territory. This would apply to subordinate 
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political and social units which likewise have such a competence 
but are not considered States, but merely administrative units of 
a State, e.g. municipalities, counties, districts, provinces and the 
like. They may possess a high degree of autonomy or self- 
government, and exert many governmental functions, as e.g. the 
Prussian provinces which even may help to outvote the Prussian 
Government in the Federal Council of the Reich. They, too, 
may be able, in accordance with the constitutional Laws of their 
respective States, to impose their will on the inhabitants of the 
area without and against their consent, by way of levying taxes, 
imposing fines, and issuing legal and administrative ordinances. 
Yet nobody would call these units States, and if he did so, 
he would be instantly forced to qualify the extent of this notion 
lest it should become useless for any juristic purpose. 

We therefore have to approach the question where the distinc- 
tion between States and other territorial corporations, not 
possessing statehood, ought to be drawn. (It is this distinction 
which certain German jurists mean when they speak of ‘‘ Staats- 
gewalt ’’ or State power as opposed to mere “‘ Herrschgewalt ”’ 
or ruling power, although the two terms are often used as 
equivalent).*° The question is difficult and has become more 
so since the traditional answer has been abandoned, to wit that 
the distinction lies in the sovereignty of the State, and the non- 
sovereignty of its administrative units; for it has proved to be 
necessary to recognise States without sovereignty. Sovereignty, 
of course, is a very ambiguous expression for a sometimes very 
mischievous thing, but as a quality of a State in its internal and 
constitutional sense, with which we are alone concerned, sove- 
reignty simply means that a State must not be subject to the 
ruling power of any other State if we are to call it sovereign. 
In this sense the members of a federate State, although States 
themselves, cannot be called sovereign, for it is of the essence of 
a federate State, that federal Law overrides State Law. The 
North American republics are, and the kingdoms and other prin- 
cipalities of the German Reich were, not sovereign States, but 
scarcely anybody would hesitate to call them States. Surely 
the King of Bavaria was not the first civil servant of a province 
of the German Empire, but the monarch of a State, although 
not of a sovereign State. Naturally nobody can be prevented 
from calling this competence to rule “ sovereignty ’’ as many 
writers, especially in this country, do, in which case it would be 
a contradiction to speak of non-sovereign States. This, however, 


10 Cf, M. Wenzel, Juristische Grundprobleme, 1920, pp. 218 sqq. 
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would force us to speak of sovereign States composed of a 
number of other sovereign States, and to accept the no less 
awkward idea of a ‘‘ divided sovereignty ’’ in the sense, that 
the member States of a federal State are competent to rule with 
regard to certain matters and be themselves under the rule of 
another State, namely the federal State, with regard to other 
matters. These complicated ideas become superfluous, if we 
describe the essential element of statehood as the competence to 
rule and if we reserve the expression of sovereignty—always 
in its internal and constitutional sense—for denoting a certain 
type of State. This corresponds to the terminology of modern 
continental jurisprudence.*' But if we abandon sovereignty, 
how are we to describe the distinction we are looking for, the 
characteristic of a State as opposed to a mere administrative unit ? 
An American authority, Professor Willoughby, seems to believe 
that the question is unanswerable, for he says ‘‘ from the juristic 
standpoint no fundamental distinctions can be drawn between 
non-sovereign members of a federal State and their administra- 
tive units,’’’? and goes on to advise us ‘‘ to abandon the effort 
to give scientific precision to the term State and to obtain accu- 
racy of expression by qualifying it, when necessary, with such 
adjectives as sovereign, non-sovereign and the like.’’ But he 
does not tell us how a man is to qualify a territorial body as a 
non-sovereign State, if he does not know what a State is. I 
know that Anglo-Saxon jurists mistrust abstract answers, but 
then they should refrain from asking abstract questions. I could 
not declare myself satisfied when I received the following oral 
answer from a well-known British jurist: ‘‘ a body politic is a 
State and not a mere administrative unit if its government 
exercises the rights embodied in the prerogative of the King.”’ 
The flaw in this answer is that it is not abstract enough, it 
applies to monarchical States only.and more precisely to the 
States under the rule of His Britannic Majesty, and even there 
it is not satisfactory because the extent of the prerogative is 
questionable and has much changed. 

But neither can I accept the usual German solution of this 
problem, as, for instance, given by our leading authority, Pro- 
fessor Anschiitz. In commenting on the new constitution of 
Weimar he says : ‘‘ What distinguishes the State from the non- 

it J. Mattern, op. cit. 
1929, pp. 48 sqq. 

2W. W. Willoughby, The Fundamental Concepts of Public Law, 1924, 


pp. 269 sq. Similar views in H. Kelson, Allgemeine Staatslehre, 1925, 
pp. 117 sq. 


» PP. 145 sqq.; J. L. Kunz, Die Staatenverbindungen, 
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State and especially from the municipality is not sovereignty, 
but the originality and the non-delegated character of the com- 
petence to rule,’ and from this he draws the important conclu- 
sion : “ according to the new as well as the old Law the German 
individual States have not lost their statehood by their adher- 
ence to- the Reich.’’** Other jurists speak of State Power as 
being aos power in its own right,”’ a “‘ self-determinate power,”’ 
not received as a lien from another body,” “‘ not emanating 
from another power.’’? All these expressions mean much the 
same, though not quite the same." It is easy to see that this 
juristic theory which I shall call ‘‘ the theory of originality ” 
has a theological counterpart, as so many fundamental juristic 
theories have’®: it corresponds to the idea of a God creator of 
the Universe—himself not created. No wonder this theory 
appeals to countries where the State is worshipped, as, indeed, it 
has been in Germany, where this theory has been used by 
Laband and others for the explanation of the Bismarckian con- 
stitution. It had to explain among others why the German 
member-States possessed statehood as well as the Empire itself, 
and why the “‘ Reichsland ’’ Alsace-Lorraine was only a terri- 
tory without statehood. This the theory of originality could not 
do. The German Reich of 1871, or rather its predecessor, the 
Northern German Federation of 1867, was created by the various 
northern German States, to which the southern German States 
afterwards were to accede, and they could obviously not have 
done so with any legal effect had there not existed a rule of Law 
as to the conditions under which statehood can be imparted, 
and had the northern German States not acted in conformity 
with this rule. Therefore, the statehood of the German Empire 
was not original and self-determined, but has been determined 
by legal acts of other States. Measured, then, by this criterion 
it is evident, although most German jurists reject this deduction, 
that the German Empire was no State at all, while nearly all 
are rightly agreed, that the member States of the Reich had 
retained their statehood, though not their sovereignty. 

The constitutional question of Alsace-Lorraine stands the test 
of this criterion no better. For the first period after its annexa- 
tion it had been a mere territory of the Reich, which governed 
it autocratically, but even after the so-called constitution of 
1911, which gave the ‘‘ Reichsland”’ responsible government 

13G, Anschiitz, Die Verfassung des Deutschen Reichs vom 11. August 
191g, tenth ed., 1929, p. 37. 


14 Details in M. Wenzel, op. cit., pp. 268 sqq. 
15 H. Kelsen, op. cit., pp. 76 sqq. 
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and a certain share in the government of the Reich, it had not 
become a State. The constitution had not only been granted by 
the Reich, but could always be altered without the consent and 
the co-operation of Alsace-Lorraine, and neither Law nor Usage 
would have prevented, if necessary, a division of the “‘ Reichs- 
land ’’ between, say, Prussia, Bavaria, and Baden, as many poli- 
ticians wished to do. The population of Alsace-Lorraine, there- 
fore, were Germans of a second class, of a dubious nationality, 
and this, of course, was a powerful reason for many of them 
to consider themselves as ‘‘Frangais de cceur,’’ a feeling which 
was cordially returned by France. This was one of the main 
causes of the war, and, by the way, again shows the political 
importance of these seemingly theoretical reflections. French 
advocates of an understanding with Germany have precisely for 
this reason often demanded that the Reichsland should receive 
statehood. But this could only have been effected by the Reich 
itself through an amendment of the Alsace-Lorraine constitution, 
to the effect that henceforth the constitution could be amended 
solely by Alsace-Lorraine herself. Even then the Reichsland 
would have become a State through the will of another State. 
Thus the theory of originality could well explain why the Reichs- 
land had to be considered a mere province, but would have been 
unable to explain how it could ever cease to be such and become 
a State proper. 

In many other cases, too, an unquestionable statehood has 
been conferred on mere administrative units by the will of 
other States, either by a statutory act of the State of which 
those units formed a part, or by an international treaty. There 
is nothing paradoxical about this event, although German jurists 
like G. Jellinek consider the origin of a State a mere historical 
fact which, they assert, cannot be legally explained, because 
Law is itself produced by the State. This view does not realise 
that the legal basis of a new State can either be international 
Law or the national Law of the mother-country. International 
agreements have been the legal basis of many States, of which 
it may suffice to quote the recent examples of Albania (1912), 
Poland (1916), and Danzig (1919). National Law has created 
new States in various ways. ‘Thus Mexico in 1857, the Argen- 
tine in 1860, Brazil in 1891, and Austria in 1920, changed 
their constitutional States, and from being unitary States be- 
came federal States, with respectively 28, 14, 20 and 9 member 
States, by enacting a new national constitution. Another form 
of the creation of the State by means of a legislative act of the 
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central power are the Enabling Acts of the United States, by 
means of which the way to statehood is opened to territories, 
as was the case with 28 of the present 48 States. Jellinek 
tried to explain this fact by saying that the central power which 
hitherto had ruled these territories withdraws in order to make 
room for the formation of States through themselves. ‘‘ It does 
not create these States but allows their creation.’’!® This is 
clearly an outcome of the semi-theological prejudice that the 
omnipotent State can create and can alone create, but cannot 
be created by someone else. It is true, the Enabling Act does 
no more than enable the existence of the new State which 
would not begin to exist if it did not choose to express its desire 
for statehood through the establishing of a constitution of its 
own. But this fact must not shut our eyes to the true legal 
basis of such States, which is an act of the federal State and 
which alone explains the legal validity of the new State’s consti- 
tution.*’ It is further true that the new American State has 
within certain limits the power to shape its constitution and this 
so-called ‘‘ constitutional autonomy,’’ too, has often been con- 
sidered to be the criterion of statehood and the true meaning of 
the ‘‘ originality ’’ of State power; but if the other meanings 
of this ambiguous word proved to be too narrow, this one would 
be too broad: many European and American towns have a 
limited right to change their own local constitutions autono- 
mously, without thereby becoming States.** A third method 
for the creation of States has been the granting of a responsible 
government or of Dominion status to certain of the British 
Crown Colonies, and this was effected by a statutory act of the 
Imperial Parliament. It will be sufficient to quote the grant 
of responsible government to Canada in 1840, to New South 
Wales in 1842, to Cape of Good Hope in 1872, among a dozen 
similar statutes, while Newfoundland was granted self-govern- 
ment by a simple letters patent in 1854.’° The legal basis of 
the Irish Free State is a complicated mixture of an international 
treaty between the British and the provisional Irish Govern- 
ment and several British and Irish legislative acts.” This 
complication was inevitable because Ireland would not accept her 
liberty as a present from the hands of Great Britain, nor could 


16 G, Jellinek, Allgemeine Staatslehre, second ed., 1905, p. 269. 

17J, L. Kunz, op. cit., pp. 219, 643. 

18M. Wenzel, op. ae PP- 255, 278. 

19 J, l,. Kunz, op. cit., pp. 727 sqq. = 

20 k. ipacenih S he atin Verfassungsrecht des britischen Welt- 
reichs,” pp. 435 sqq. in Jahrbuch des Offentlichen Rechts, XIII, 1925. 
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Great Britain surrender to lawless force—a new proof of the 
political importance of such theoretical constructions. 

So the prevailing theory of the originality of statehood has 
proved unable in each of its many expressions to explain all 
these phenomena and we must look for another characteristic 
of statehood. I believe this characteristic has been found. I 
call it the ‘‘ Unentziehbarkeit ’’ of the competence to rule, and 
by this German word which literally translated would be ‘‘ inde- 
privability,’’ I mean: that a body politic cannot by Law be 
deprived of its competence to rule without its own consent. 
Such a competence to rule I propose to call an “‘ inviolable ”’ 
one and if the competence to rule of a territorial corporation 
possesses this inviolability, I call it a State, no matter whether 
the competence is an original or a delegated one. In sovereignty 
this inviolability is, of course, implied, but even a non-sovereign 
State, if it is to be called a State at all, would have to possess it. 
If, on the other hand, the competence to rule is violable in the 
above sense, that is, if the body can by Law be deprived of it 
without its consent, then it would not even be a non-sovereign 
State, but a mere administrative unit. The concept of the State 
could therefore be defined as follows: a territorial corporation 
endowed with an inviolable competence to rule, or more impli- 
citly : a juristic person endowed -with the right to impose its 
will on the inhabitants of a certain territory, of which right it 
cannot be by Law deprived without its consent. This is not 
an arbitrary choice of one characteristic of statehood among 
other possible and more important ones; although it shows 
again that the State presupposes the Law, it shows at the 
same time that the State, even a non-sovereign State, once 
created, cannot be overridden by its creator, the Law. It is this 
quality which gives the State its unique if dangerous dignity 
among all the other phenomena of Law, and this idea, too, bears 
a certain resemblance to a theological creed : the soul, although 
created by God, cannot be by God destroyed. 

I know that some adherents of the prevailing theory of state- 
hood understand “‘ originality’? to mean this inviolability or 
something similar, e.g. Professor Jacobi in Lipsia,?? but the new 
concept has never been developed into its implications. It is, 
of course, not one of the consequences of this conception, that 
a commonwealth which has been totally or in part destroyed by 
sheer force, for instance, annexed as Montenegro has recently 


21. Jacobi, Der Rechtsbestand der deutschen Bundesstaaten, 1917, 
pp. 109 sq., and Einheitsstaat oder Bundesstaat, 1919, p. 16. 
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been by Serbia, or parts of Lithuania by Poland, cannot have 
possessed statehood; no State, not even a sovereign one, has 
hitherto been protected against what in international Law is 
called “‘debellatio,”’ and even the League of Nations, which now 
promises such a protection, might be successfully disobeyed. We 
are speaking of inviolability by Law, and not of force disguised 
as Law; this would be the case if, after an unfortunate war, 
a federal State were forced by the peace treaty to cede one of 
its member States without the latter’s consent to the victor. 
Nor would it follow from my definition that a federal State could 
not by Law undermine the function of its member States or 
abolish these functions one after the other, as long as it 
continued to grant them a minimum of proper competence—a 
tendency towards centralisation which existed in the former 
German Empire and can be observed also in the United States of 
to-day, but has not affected the statehood of the member States. 

What is really implied in this concept is, among other con- 
sequences which I have not the time to draw, that every terri- 
torial corporation possessing statehood must be endowed with 
** Gebietshoheit,’’ territorial competence. But I use this 
expression in its merely negative sense, in which it means, that 
no State may by Law and without its consent be incorporated 
in another State, or be united with other States to form a new 
one, or be divided among several other existing States, or be 
so divided, that the parts each form a new State, or be deprived 
of a part of its territory. This territorial inviolability is of 
decisive importance because it is the territory that bestows on 
an individual State its individuality, and thus it is this indivi- 
duality which is inviolable in the above sense. ‘The tiniest 
States of the former German Empire were, and the microscopic 
cantons of Switzerland are, protected against such alterations of 
their territory, but the mightiest cities in the world, like London 
and New York, could by Law be deprived against their will of 
their individuality, and split up into as many municipalities as 
might please the Parliaments at Westminster and Albany. This 
is what we mean, or rather feel, when we say that London after 
all is ‘“‘ only ’’ a municipality and not a State. Here comes in 
the mystical affection which certain modern nations, after hav- 
ing given up religion, feel for their country. Millions are willing 
to live for their town, but scarcely anybody is prepared to die 
for anything else but his country, and “ country $3 means 
chiefly the territorial integrity of the State and the sanctity 
of its external boundaries. 
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Of course, only positive Law, only the written or unwritten 
Constitutions of the different composite States at the time in ques- 
tion can tell us whether such alterations of their territory are 
legally possible or not. It is from this interpretation—in which 
the concepts of general jurisprudence must stand the test of 
their usefulness as a means of classification—that it depends, 
whether we are to consider the whole of the political body a State 
or a mere union of States, and whether we are to consider the 
members of the political body States or mere administrative 
units. The legal terminology, according to which the whole 
bedy-is called “Empire” ‘or: “‘ Bund’?*1or* *Uswr © “oe 
‘United States,’ and according to which the members are 
called ‘‘States’’ or ‘‘ Provinces’’ or ‘‘Cantons’’ or ‘‘ Lander,”’ 
is never without importance, but never decisive. We must 
consult the rules of the Constitutions in order to answer the two 
questions: whether the whole is legally protected against the 
secession of its members, and whether the members are legally 
protected against territorial encroachments on the part of the 
whole.” 

The Constitution of present Russia is the only one to grant, 
and to grant expressly, the rights of secession to her seven 
member Republics (a right of which, perhaps, it would not 
be advisable to make use). Russia has, therefore, notwithstand- 
ing her incomparable legal omnipotence, ceased to be a State 
proper, and indeed calls herself a ‘‘ Union of the Socialist Soviet 
Republics’? (U.S.S.R.), and equally well recognises their 
*“potential sovereignty.’’ It is interesting that the seven member 
States are expressly granted the right to veto alterations of their 
boundaries through the Union, while on the other hand the most 
important of these States, the ‘‘ Russian Socialist Federated 
Soviet Republic,’’? does not grant the right of secession to her 
own nine ‘‘ autonomous ’’ member-Republics, or rather pro- 
vinces, and does not demand their consent to territorial altera- 
tions, although her Constitution in every other respect is 
modelled after the Constitution of the Russian Union. 

Let us now consult the Constitutions of the genuine Federal 


22 Cp. P. Posener, Die Staatsverfassungen des Erdballs, 1909; Dareste, 
Les Constitutions modernes, vol. I, Europe, 1928; and H. E. Egerton, 
Federations and Unions within the British Empire, 1911, for the following 
Constitutions : Union of the Socialist Soviet Republics (1923), arts. 4, 6; 
Russian Socialist Federative Soviet Republic (1925), arts. 17b, 44, compared 
with art. 64d; United States (1787), art. IV, s. 3, § 1; Mexico (1857), art. 110; 
Brazil (1891), art. 4; Venezuela (1904), art. 2, cf. arts. 52 (4), 103; Austria 
(1920), art. 3, but cf. art. 50 (2); British North America Act 1867, ss. 6, 73 


Commonwealth of Australia Constituent Act, 1900, ss. 123, 124; Union of 
South Africa Act, 1909, s. 149. 
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States. They all recognise the territorial inviolability of their 
highest units by either expressly demanding, in some way or 
other, their consent to all, or almost all the different forms of 
Biterition of their feonduries. or by not mentioning the compe- 
tence of the superior State fie such alterations, even if all its 
competences are enumerated by the Constitution. The tacit 
recognition of territorial competence has been employed in the 
Constitutions of Switzerland and of the German Empire, the 
express recognition in the Constitutions of the United States, of 
Mexico, of Brazil, of Austria, and of the three British Dominions 
which are Federal States. It does not matter that among the 
three Dominions only the Commonwealth of Australia calls its 
States by the real name, while Canada and the Union of South 
Africa prefer to call their States ‘‘ provinces.”? The Argentine, 
which is generally considered a federal State, would seem to be a 
unitary State for the reason that the central power is entitled 
to fix the boundaries of its administrative units, which indeed 
it calls “‘ provinces,’’ but even this constitution does not entitle 
the central power to divide or to unite its so-called provinces 
if they do not agree, and thus grants a part of negative terri- 
torial competence and therefore a minimum of statehood.” 
(These phenomena show, by the way, that Professor Preuss, 
who later on was to become the father of the new German 
Constitution, was not well advised, when he considered ‘‘ Gebiets- 
hoheit ’? a characteristic of statehood in its positive meaning, 
namely as the power of the State to alter the territory of its 
units without the consent of the bodies concerned, and this posi- 
tive criterion which, e.g. would deny the statehood of the United 
States, ought not to be confused with my negative one.) 

In conclusion I should like to apply this criterion to two 
famous or rather notorious questions. What is the constitutional 
nature of the British Empire and of the German Reich? The 
answer depends on how we qualify the legal nature of the Domi- 
nions on the one side,”® and of the German ‘‘ Lander ”’ which 
constitute the German Reich on the other side. 

To define the Constitution of the British Empire on rigid lines 


23 Constitutién de la Nacién Argentina (1860), art. 67(14), compared with 
art. “13. 

24 Preuss, Gemeinde, Staat, Reich, als Gebietskérperschaften, 1880, 
pp. 406 sqq.; cp. M. Wenzel, op. ‘cit., pp. 260 sq., 285 sq. 

25 Recent Continental literature on this question: K. Loewenstein, op. 
cit., pp. 407 sqq.; J. L. Kunz, op. cit., pp. 810 sqq.; K. Heck, Der Aufbau 
des britischen Reiches, 1927, pp. 17 sqq.; E. E. Buchet, Le “ Status ’”’ des 
Dominions britanniques, 1928, pp. 110 sqq.; R. Giraud, Les Dominions 
britanniques, 1931, pp. 3 sqq. (with French and English bibliography). 
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and in detail has proved an impossible task, and the attempt 
would be as dangerous as un-British; and if un-British, the 
task must be, in this instance, unscientific too, because the spirit 
of the method must be adequate to the spirit of the subject. 
Very aptly the Balfour Report of 1926 says about the British 
Empire: ‘‘It defies classification and bears no real resem- 
blance to any other political organisation which now exists 
or has ever yet been tried.’” Some general observations, how- 
ever, can safely be made, even by a foreigner—certainly not in 
order to teach anything new to a British audience, but merely 
for the sake of testing the applicability of our concepts. The 
Empire is not a mere federation of States, a league of Nations 
which could, if they liked, secede from the Empire; even the 
members of the Irish Parliament must swear allegiance to the 
King, which, of course, excludes the right of secession. ‘The 
Empire, therefore, is a State proper—a State of a peculiar type, 
but which has a greater resemblance to a federal State than to 
any other type of States. As a State, the British Empire is 
endowed with the competence to rule, in many and highly 
differentiated degrees, the whole of its vast territory: The 
‘“ mother country,’’ composed of the United Kingdom and the 
other British Isles, the Crown Colonies, the semi-autonomous 
States like Southern Rhodesia, India and other dependencies, 
protected States, mandated territories, and last but not least the 
six Dominions, which together with the United Kingdom form 
the British Commonwealth of Nations within the British Empire. 
The inviolability of the competence to rule which in other terri- 
torial corporations may be doubtful is in the case of the British 
Empire unquestionable, because it unquestionably is a sovereign 
State. This sovereignty cannot possibly be vested in more than 
one of the member States, and in fact is vested in the United 
Kingdom and more precisely in King, and Parliament. The 
Dominions, therefore, cannot be sovereign, and in so far we 
must, with great respect, doubt the constitutional accuracy of 
the famous definition which dominates the momentous Balfour 
Report of 1926, and which declares Great Britain and the Domi- 
nions to be “‘ equal in status, in no way subordinate one to 
another in any aspect of their domestic or external affairs,” 
adding : “‘ Every self-governing member of the Empire is now 
the master of its destiny. In fact, if not always in form, it is 
subject to no compulsion whatever.’’*® ‘This unfettered inde- 
pendence of the Dominions and their absolute co-ordination with 


26 Imperial Conference 1926, Summary of Proceedings, Cmd. 2768. 
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the United Kingdom cannot be affirmed as long as war is 
declared by the King on the advice of a British Cabinet, 
and not on the advice of a Dominion Cabinet; and as 
the King can obviously not be at war and at peace at the 
same time, the Empire can go to war only as a unit, and every 
Dominion can be compelled ‘‘in fact, not only in form ’’ to be 
at least a passive belligerent, and therefore cease to be a 
neutral.*’ Even the constitution of the Irish Free State Act, 
1922, which embodies the highest type of Dominion status, pro- 
vides in Article 49: ‘‘ The Irish Free State shall not be com- 
mitted to active participation in any war without the assent of 
Oireachtas,”’ i.e. the Irish Parliament. It follows that Ireland, 
too, can be compelled through the will of the British Govern- 
ment to become a passive belligerent. The same consideration 
applies to the re-establishment of peace. Again, there cannot be 
said to exist perfect co-ordination as long as the Judicial Com- 
mittee of the Privy Council can admit appeals from the Dominion 
courts,** and the composition of this court may be changed by 
an Act of Parliament. Thirdly, not finally, it must not be over- 
looked that the Irish constitution in that well-known oath to 
be taken by the members of the two Irish Houses (Article 17) 
demands faithfulness ‘‘ to His Majesty King George V, his heirs 
and successors by Law,’’ and this Law is not Irish Law, but 
English Law, to wit, the Act of Settlement, and Common Law, 
which may both be changed without the assent of the Dominions.” 
This constitutional superiority of one sovereign State, viz. of 
Great Britain, over certain non-sovereign States, viz. the 
Dominions, implies dissimilarity of status and not only of 
functions, which even the Balfour Report admits.*° 

But if the Dominions cannot possibly be called sovereign 
States, they certainly are States. Their proper territorial 
competence is expressly recognised in an Act which shows 
our concept of statehood to be in perfect harmony with English 
Law. ‘The Colonial Boundaries Act, 1895, provides that the 
King, by Order in Council, or letters patent, may alter the 
boundaries of a colony, but adds: ‘‘ Provided that the consent 


27A. B. Keith, The Sovereignty of the British Dominions, 1929, pp. 
62 sqq. 
‘ 28 Deiails in K. Loewenstein, op. cit., pp. 427 sqq. ; ‘ 

29 This assent is however required by the Statute of Westminster which has 
meanwhile (November 1931) been passed by the House of Commons, cf. 
Report of Conference on the Operation of Dominion Legislation and Merchant 
Shipping, Cmd. 3479, 1930, par. 60. sth ; a 
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of a self-governing colony shall be required to the alteration 
of the boundaries thereof.’’** Still less, therefore, could an 
entire Dominion be ceded by Great Britain to another State 
without its consent, e.g. Newfoundland to Canada. The same 
limitation is valid with respect to the Dominions themselves : 
their constituent Acts take pains, as we have already said, 
to deny expressly the power of those Dominions which are 
federal States to alter the boundaries of their member States 
without their consent, or even, as in the case of South Africa, 
without their petition.** If, on the contrary, the British 
Government wanted to detach Burma from India, it might do 
so without the consent of Burma, which is an autonomous 
province of British India, and even without the consent of 
India, which, as yet, possesses no statehood but legally is an 
autonomous dependency of Great Britain. The British Empire, 
therefore, may safely be called a composite sovereign State, 
consisting of one unitary sovereign State, the United Kingdom, 
which forms the British Commonwealth of Nations together 
with six non-sovereign States, the British Dominions, among 
which are three federal States, Canada counting nine, Australia 
six, South Africa four member States, and of a number of 
territorial bodies without statehood, but with autonomy of 
various degrees, the most important of them being India, which 
among its numerous administrative units counts more than 
seven hundred native States although as a whole India is no 
State at all. A queer and inconsistent body, this British 
Empire—like everything that is truly alive and everything 
truly British: and could we expect to find anything more 
British than Britannia herself? 

And now, finally, the German Reich.** The prevailing 
opinion considers the present German Reich a federal State, as 
the former Empire certainly was; a minority of jurists which 
counts authorities like Professor Jacobi and Professor Poetzsch- 
Heffter and with which I side, regards the German Republic 
as a unitary State. This would mean that the 25 princedoms 
and Hanseatic Cities of the Empire have lost their statehood 
and have been turned into 18 (later on 17) republics, which 
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82 See articles mentioned in footnote 22. 

88 The German literature is given in G. Anschiitz, op. cit., p. 35, to which 
may now be added F. Giese, Deutsches Staatsrecht, 1930, pp. 80 sqq. As 
to Anglo-American literature, see e.g’ J. Mattern, Principles of the Con- 


stitutional Jurisprudence of the German National Republic, 1928; and H. 


Oppenheimer, The Constitution of the German Republic, 1924 (with an 
English version). 
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are autonomous and self-governing provinces of the Reich. The 
old Constitution called them ‘“‘ Bundesstaaten,”’ federated States, 
the new constitution of Weimar uses the expression ‘‘ Lander,”’ 
lands, but speaks of their ‘‘ Staatsgewalt,’’ state power, too 
(art. 5). The terminology, therefore, is contradictory and not 
decisive and the interpretation depends in great part on what 
concept of the State we are to apply. The “‘ functional ” 
theory of the State which tries to define statehood with regard 
to the functions exercised, yields no precise answer, because 
the “‘lands’’ have lost most of the functions of the former 
States and now cannot even change their own Constitutions in 
any important point (art. 17), though they have retained a 
few of the normal functions of States proper, e.g. the administra- 
tion of justice (art. 103). The theory of the originality of 
statehood would lead to the absurd result that of all the German 
“‘Lander’’? Thuringia alone, whose constitutional status is 
precisely that of all the other ‘‘ Lander,’’ is not a State, because 
its statehood rests on a statutory Act of the Reich through 
which, in 1920, the Union of the seven Thuringian States was 
effected, not merely recognised.** The theory of inviolability 
which I have here advanced gives a precise result : the German 
** Lander’ have ceased to be States. This follows clearly 
from one of the most interesting innovations of the new constitu- 
tion, namely article 18, which reads in its decisive first para- 
graph: ‘‘ The organisation of the Reich into ‘ Lander’ shall 
be such as to promote the highest economic and cultural 
efficiency of the people, the will of the population concerned 
being taken into consideration as far as possible. ‘Territorial 
alterations of the ‘Lander’ and the formation of new ‘ Lander’ 
within the Reich are effected by Acts of the Reich passed in the 
form prescribed for amendments of the Constitution,’”’ etc. 
Now the laws of the Reich, even those amending the Constitu- 
tion, are enacted by the Reichstag alone or by a referendum 
of the people (arts. 68, 73). The ‘‘ Lander’ as such, against 
which the alteration would be directed, have no share in the 
decision of the Reichstag or the referendum of the people. The 
referendum is definite; against the decision of the Reichstag 
the ‘“‘ Land ’’ may protest in the federal council where all the 
‘“‘Tander ’”’ are represented (art. 61). But even if the majority 
of the Federal Council were to assent and protest against the 
Law passed by the Reichstag, its veto might be brushed away 


84 “ Gesetz betreffend das Land Thiiringen,” dated 30 April, 1920, § 1, 
Reichsgesetzblatt, p. 84. 
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by a two-thirds majority of the Reichstag (art. 74). Thus, 
it would be constitutionally possible to detach the Bavarian 
Palatinate and to unite it with Prussia or Baden, or to suppress 
Bavaria altogether and to divide her between, say, Prussia 
and Wiirttemberg, or to split up Prussia into a dozen ‘‘ Lander,”’ 
and all this could be done by a decision of the Reichstag 
without the consent of the respective governments and popula- 
tions. Politically of course all this would be absolutely impossible, 
and although Art. 18 has hitherto been applied in five cases, 
it always was done according to paragraph 2 of the article, viz. 
with the consent of all the parties concerned.** It might, 
therefore, be asserted that the German ‘‘ Lander’’ have 
remained States in the political sense of this word, but this 
question, with which I dealt some years ago when I had the 
privilege to explain from this same chair the actual working 
of the German Constitution,*® does not concern our strictly 
juristic problem. It must, however, be added that the present 
financial crisis seems destined to do away with those expensive 
remnants of the Middle Ages, the German States; simple 
emergency decrees of the President of the Reich are robbing 
the ‘‘Lander’’ of their last traces of independent political 
existence, and very probably in future our juristic concept will 
square perfectly with’ the political one. 

And here I have to stop. As I said at the beginning, 
divisions and definitions cannot claim to be true, and therefore 
cannot prove anything to be true, but must attempt to be 
useful, useful for the systematic arrangement and scientific 
understanding of facts, ideas and rules, and moreover many 
have a certain sentimental and political value. Of course 
historical evolutions are determined by interests, passions and 
conflicts, but theories may help to pave the way of the states- 
men. If I may restrict myself to eur two countries, my 
concept of the State tends in the direction of a greater centralisa- 
tion, and therefore of less real democracy, in the German Reich, 
and of a greater decentralisation, and therefore of more efficient 
democracy, in the British Empire. I believe that such is the 
road of destiny for both. If, on the whole, democracy has 
proved a failure in Germany and a success in Great Britain 
and the Dominions, this is due to their different political 

35 See G. Anschiitz, op. cit., p. 141. - 

36“ The New German Constitution in Theory and Practice,” pp. 46 sqq., 
Economica, March 1927. I wish to correct on this occasion two mistakes 


of the translation : for ‘‘ consultative’? on p. 46, 1. 1 and p. 55, l. 3 read 
“not decisive,’ and for ‘‘ enacted ”’ on p. 49, 1. 10 read ‘ proposed.” 
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mentality, and it can be of no use, and must be of great harm, 
if we try to impress the same political institutions on 
peoples with opposed political mentalities.*’ A people 
which wants the will of the majority to be decisive cannot have 
the same institutions as a people where the will of the majority 
is precisely to the effect that such a will is to be of no account. 
Order and liberty must work hand in hand, but for the German 
the sentimental accent lies on order and for the Briton on 
liberty. The German nation, with the exception of a few 
unrepentant democrats like the lecturer, will not be happy 
and at rest as long as it has not realised the dream of 
the Prussian spirit, the dream of a unitary and centralised 
State ruled by an omnipotent and efficient military and civil 
bureaucracy. The British Commonwealth of Nations, on the 
other hand, seems to be determined on an ever-increasing self- 
government of her greater and lesser units all over the world. 
I believe that this confident generosity will bear its fruits, as 
it has borne them hitherto. The looser the legal texture of 
the British Empire, the stronger will be its political unity, and 
this I believe, even in these cloudy days, to be the bulwark 
of every nation’s welfare and safety, my own country not 
excluded. 


37 Cf. H. Kantorowicz, The Spirit of British Policy, English Edition, 1931. 
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XI 


Towarps the end of his summary of the argument contained 
in those sections of the Treatise which were discussed in the 
first part of this article, Mr. Keynes writes: ‘“‘ If the banking 
system controls the terms of credit in such a way that savings 
are equal to the value of new investment, then the average 
price-level of output as a whole is stable and corresponds to the 
average rate of remuneration of the factors of production. If the 
terms of credit are easier than this equilibrium level, prices will 
rise, profits will be made. ... And if the terms of credit are 
stiffer than the equilibrium level, prices will fall, losses will be 
made. ... Booms or slumps are simply the expression of the 
results of an oscillation of the terms of credit about their equili- 
brium position.’’” This brings us to the first and, in many 
respects, the most important question we have to consider in this 
second article, viz. Mr. Keynes’ theory of the Bank Rate. 
The fundamental concept, upon which his analysis of this 
subject is based, is Wicksell’s idea of a gatural, or equilibrium, 
rate of interest, i.e. the rate at which the amount of new invest- 
ment corresponds to the amount of current savings—a definition 
of Wicksell’s concept on which, probably, all his followers would 
agree. Indeed, when reading Mr. Keynes’ exposition, any 
student brought up on Wicksell’s teaching will find himself on 
what appears to be quite familiar ground until, his suspicions 
having been aroused by the conclusions, he discovers that, behind 


1 The first part of these ‘‘ Reflections ’? was published in Economica No. 
33 (August 1931). See also Mr. Keynes’ reply and the author’s rejoinder in 
Economica No. 34 (November 1931). 

* Treatise on Money, pp. 183-4 of Vol. I. Unless otherwise stated, all page 
references in this article are to Vol. I of the Treatise. 
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the verbal identity of the definition, there lurks (because of Mr. 
Keynes peculiar definition of saving and investment) a funda- 
mental difference. For the meaning attached by Mr. Keynes 
to the terms ‘‘ saving ’’ and “‘ investment” differs from that 
usually associated with them. Hence the rate of interest which 
will equilibrate ‘“‘ savings ’? and ‘‘ investment ” in Mr. Keynes’ 
sense is quite different from the rate which would keep them in 
equilibrium in the ordinary sense. 

The most characteristic trait of Mr. Keynes’ explanation of a 
deviation of the actual short-term rate of interest from the 
“natural ’’ or equilibrium rate is his insistence on the fact that 
this may happen independently of whether the effective quantity 
of money does, or does not, change. He emphasises this point 
so strongly that he could scarcely expect any reader to overlook 
the fact that he wishes to demonstrate it. But, at the same time, 
while he certainly wants to establish this proposition, I cannot 
find any proof of it in the Treatise. Indeed, at all the critical 
points, the assumption seems to creep in that this divergence 
is made possible by the necessary change in the supply of 
money.’ 

It is quite certain that his reason for believing that a difference 
between saving and investment can arise without the banks 
changing their circulation does not become clear in the first sec- 
tion of the relevant chapter. In this section he distinguishes 
three different strands of thought in the traditional doctrine— 
only the first and third of which are relevant to this point, so 
that the second, which is concerned with the effect of the Bank 
Rate on international capital movements, may be neglected here. 
According to Mr. Keynes, the first of these strands of thought 
‘regards Bank Rate merely as a means of regulating the quantity 
of bank money”’ (p. 187) while the third strand ‘‘conceives of 
Bank Rate as influencing in some way the rate of investment and, 
perhaps, in the case of Wicksell and Cassel, as influencing the 
rate of investment relatively to that of saving’ (p. 190). But, 
as Mr. Keynes himself sees in one place (p. 197), there is no 
necessary conflict between these two theories. The obvious 
relation between them, which would suggest itself to any reader 
of Wicksell—a view which was certainly held by Wicksell him- 
self—is that since, under the existing monetary system, changes 

3 I do not refer here to certain passages (e.g. on pp. 198, 272, II, 100) where 
this assumption is quite explicitly expressed; these are probably accounted 
for by the fact that Mr. Keynes actually believed something of this sort when 


he first began working on Book III of the Treatise (see his reply to the first 
part of this article, p. 389). 
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in the amount of money in circulation are brought about mainly 
by the banks expanding or contracting their loans, and since 
money so borrowed at interest is used mainly for purposes of 
investment, any addition to the supply of money, not offset 
by a reverse change in the velocity of circulation, is likely 
to cause a corresponding excess of investment over saving; 
and any decrease will cause a corresponding excess of 
saving over investment. But Mr. Keynes believes that Wick- 
sell’s theory was something different from this and, in fact, 
rather like his own, apparently because Wicksell thought that 
one and the same rate of interest may serve both to make saving 
and investment equal and to keep the general price-level steady. 
As I have already stated, however, this is a point on which, in 
my view, Wicksell was wrong. But there can be no doubt that 
Wicksell was emphatically of the opinion that the possibility of 
there being a divergence between the market rate and the equili- 
brium rate of interest is entirely due to the “‘ elasticity of the 
monetary system’’ (see Geldzins und Giiterpreise, p. 101, Vorles- 
ungen, p. 221 of Vol. II) i.e. to the possibility of adding money 
to, or withdrawing it from, circulation. 


XII 


Mr. Keynes’ own exposition of the General Theory of the 
Bank Rate (pp. 200 to 209) does not, by any means, solve the 
problem of how a divergence between the Bank Rate and the 
equilibrium rate should affect prices and production otherwise 
than by means of a change in the supply of money. Nowhere more 
than here, is one conscious of the lack of a satisfactory theory 
as to the effects of a change in the equilibrium rate; and of the 
confusion which results from the fundamentally different treat- 
ment of fixed and working capital. In most parts of his analysis, 
one is not clear whether he is speaking of the effects of any 
change in the Bank Rate, or whether what he says applies 
only to the effect of the Bank Rate being different from the 
market rate; nowhere does he make it clear that a central bank 
is in a position to determine the rate only because it is in a 
position to increase or decrease the amount of money in circula- 
tion. 

But the least satisfactory part of this section is the over- 
simplified account of how a change in Bank Rate affects invest- 
ment or, rather, the value of fixed capital—since, for some un- 
explained reason, he here substitutes this latter concept for the 
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former. This explanation consists merely in pointing out that, 
since ‘‘a change in Bank Rate is not calculated to have any 
effect (except, perhaps, a remote effect of the second order of 
magnitude) on the prospective yield of fixed capital ’’ and since 
the conceivable effect on the price of that yield may be neglected, 
the only “ immediate, direct and obvious effect ’’ of a change in 
the Bank Rate on the value of fixed capital will be that its 
given yield will be capitalised at the new rate of interest (p. 202). 
But capitalisation is not so directly an effect of the rate of 
interest ; it would be truer to say that both are effects of one 
common cause, viz. the scarcity or abundance of means available 
for investment, relative to the demand for those means. Only 
by changing this relative scarcity will a change in the Bank 
Rate also change the demand price for the services of fixed 
capital. If a change in the Bank Rate corresponds to a change 
in the equilibrium rate it is only an expression of that relative 
scarcity which has come about independently of this action. But 
if it means a movement away from the equilibrium rate, it will 
become effective and influence the value of fixed capital only in 
so far as it brings about a change in the amount of funds avail- 
able for investment. 

It is not difficult to see why Mr. Keynes came _ to 
neglect this obvious fact. For it is scarcely possible to see how a 
change in the rate of interest operates at all if one neglects, as 
Mr. Keynes neglects in this connection, the part played by the 
circulating capital which co-operates with the fixed capital; 
only in this way can one see how a change in the amount of free 
capital will affect the value of invested capital. To over- 
emphasise the distinction between fixed and circulating capital, 
which is, at best, merely one of degree, and not by any means 
of fundamental importance, is a common trait of English Econo- 
mic Theory and has probably contributed more than any other 
cause to the unsatisfactory state of the English theory of 
capital at the present time. In connection with the present prob- 
lem it is to be noted that his neglect of working capital not only 
prevents him from seeing in what way a change in the rate of 
interest affects the value of fixed capital, but also leads him 
to a quite erroneous statement about the degree and uniformity 
of that effect. It is simply not true to state that a change in the 
rate of interest will have no noticeable effect on the yield of 
fixed capital ; this would be to ignore the effect of such a change 
on the distribution of circulating capital. The return attributable 
to any piece of fixed capital, any plant, machinery, etc., is, in 


26 ECONOMICA [ FEBRUARY 


the short run, essentially a residuum after operating costs are 
deducted from the price obtained for the output, and once a given 
amount has been irrevocably sunk in fixed capital, even the total 
output obtained with the help of that fixed capital will vary con- 
siderably, according to the amount of circulating capital which 
it pays at the given prices, to use in co-operation with the fixed 
capital. Any change in the rate of interest will, obviously, 
materially alter the relative profitableness of the employment 
of circulating capital in the different stages of production, 
according as an investment for a longer or shorter period is 
involved ; so that it will always cause shifts in the use of that 
circulating capital between the different stages of production, and 
bring about changes in the marginal productivity (the ‘“‘ real 
yield ’’) of the fixed capital which cannot be so shifted. As the 
price of the complementary working capital changes, the yield 
and the price of fixed capital will, therefore, vary; and this 
variation may be different in the different stages of production. 
The change in the price of working capital, however, will be 
determined by the change in the total means available for invest- 
ment in all kinds of capital goods (‘‘intermediate products’’), 
whether of durable or non-durable nature. Any increase of means 
available for such investment will necessarily tend to lower the 
marginal productivity of any further investment of capital, i.e. 
lower the margins of profit derived from the difference between 
the prices of the intermediate products and the final products by 
raising the prices of the former relatively to the prices of the 
latter. 

It would appear that Mr. Keynes’ failure to see these inter- 
relations is due to the fact that he does not clearly distinguish, 
in the passage referred to above, between the gross and the net 
yield of fixed capital. If he had concentrated on the effects of a 
change in the rate of interest on the net yield, as being the only 
relevant phenomenon, he could hardly have failed to see that the 
effect of such a change on fixed capital is not quite as direct and 
uniform as he supposes ; and he would certainly have remembered 
also that there exists a tendency for the net money yield of real 
capital and the rate of interest to become equal. ‘Thus, the 
process of capitalisation at any given rate of interest means 
merely that, while money is obtainable at a rate of interest 
lower than the rate of yield on existing capital, borrowed money 
will be used to purchase capital goods until their price is so 
enhanced that the rate of yield is lowered to equal the rate of 
interest ; and vice versa. 
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XIII 


Although these deficiencies account for the fact that Mr. 
Keynes has not seen what I think is the true effect of a diverg- 
ence between Bank Rate and equilibrium rate of interest, their 
existence does not give an explanation of Mr. Keynes’ own solu- 
tion to this problem. This has to be sought elsewhere, viz. as 
already indicated, in Mr. Keynes’ peculiar concept of saving. 
He believes that, in order to maintain equilibrium, new invest- 
ment must be equal not only to that part of the money income 
of all individuals which exceeds what they spend on consumers’ 
goods plus what must be re-invested in order to maintain existing 
capital equipment (which would constitute saving in the ordinary 
sense of the word); but also to that portion of entrepreneurs’ 
“normal ’’ incomes by which their actual income (and, there- 
fore, their expenditure on consumption goods) has fallen short of 
that ‘‘ normal’’ income. In other words, if entrepreneurs are 
experiencing losses (i.e. are earning less than the normal rate), 
and make up for such losses either by cutting down their own 
consumption pari passu, or by borrowing a corresponding amount 
from the savers, then, argues Mr. Keynes, not only do these 
sums make replacement of the old capital possible, but there 
should also be a further amount of new investment corresponding 
to these sums.* And as Mr. Keynes obviously thinks that saving 
(i.e. the refraining from buying consumers’ goods) may, in many 
cases, actually cause some entrepreneurs to suffer losses which 
will absorb some of the savings which would otherwise have 
gone to new investment, this special concept of saving probably 
explains why he suspects almost any increase in saving of being 
conducive to the creation of a dangerous excess of saving over 
investment. 

In order to arrive at a clearer understanding of this point, let 
us try to see what usually happens when people begin to save. 
The first effect will be that less consumers’ goods are sold at 
existing prices. This does not mean that their prices must fall, 
still less that their prices must decline in proportion to the 
decrease in demand. Actually, the first effect will probably 
be that the sellers of consumers’ goods, being unable to retail as 
much as before at existing prices, will, rather than sell at a loss, 


4 As regards the inclusion of such sums in Mr. Keynes’ concept of saving, 
cf. Treatise, Vol. I, p. 139, and my Rejoinder, Economica No. 34, p. 400. 
That Mr. Keynes actually wants additional new investments to correspond to 
savings in this sense, has now become quite clear from his definition of = 
investment, to be found at the top of page 397 of the same issue o 
EcoNnoMICA. 
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decide to increase temporarily their holdings of these goods 
and to slow down the process of production.° ‘This is not only 
to be expected for psychological reasons, but it is important 
to note here that this action on the part of entrepreneurs is not 
only in their own interest, but is necessary in order to make the 
desire to save effective. Saving must involve a reduction in con- 
sumption, in order that there may be accumulated, in finished 
or semi-finished form, a stock of consumers’ goods, which will 
serve to bridge the gap between the time when the last products 
of the former (shorter) process of production are consumed and 
the time when the first products of the new, more capitalistic, 
process reach the market.® And by holding their goods for some 
time, entrepreneurs will probably be able (if the saving has led 
to new investment) to dispose of them at the former price. 

If, however, we assume that, for some reason or other, pro- 
ducers of consumers’ goods prefer to go on producing at full 
capacity, selling at a loss in the hope that the demand will 
ultimately revive and that they will suffer smaller losses than a 
reduction of output might have involved, then, as Mr. Keynes 
rightly points out, if production is to be maintained at the 
same level, they must make up for their losses in one of four 
possible ways : they must cut down their own expenditure (or, in 
Mr. Keynes’ terminology, they must save in order to cover their 
losses) ; reduce their bank balances ; borrow from the people who 
save; or sell to these people other capital, such as securities. 
According to Mr. Keynes, it is in these cases that investment 
will remain below saving and it is, therefore, these cases which 
we must consider more closely. 

The task of finding out. whether, in any given situation, 
saving will or will not exactly correspond to investment in Mr. 
Keynes’ sense, is rendered somewhat difficult because, as I have 
repeatedly pointed out, he has not provided us with a clear and 
unequivocal definition of what he means by “ investment.’’ But, 
for the present purpose, we can surmount the difficulty by 
simply taking his account of what happens when investment 
falls short of saving and then investigating whether these effects 
manifest themselves in our particular case. Now, the effect 
of an excess of saving over investment, according to Mr. Keynes, 


5 This tendency is likely to be modified only to the extent that the cost of 
carrying goods makes it advisable to reduce prices so as to dispose of them 
more quickly. But it must be remembered that these costs, also, will be 
reduced as a consequence of the fall of interest and that this will act as an 
inducement to merchants to carry larger stocks. 

® Cf. Vol. I, p. 283, and my Prices and Production, p. 79. 
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will be that total incomes will not be sufficient to purchase total 
output at prices which cover costs. (If I and I'=S, then the rate 
of efficiency earnings, W,=£, is constant and identical with P 
and II, the price level of consumption goods and the price level 
of output as a whole, respectively.) The question now, is 
whether an excess of saving over investment in Mr. Keynes’ 
sense, caused by a part of savings being used to cover losses in 
any of the above-mentioned ways, will cause total incomes to fall 
below total cost of production. 

The answer to this question seems to me to be an emphatic 
negative. ‘Iwo cases are conceivable according to the way in 
which production is financed by producers of consumption goods 
who do not reduce their output but suffer losses and go on 
producing as much as before. When the same output of 
consumption goods is made possible by the decreased 
expenditure of the entrepreneurs, incomes derived from 
the production of consumption goods will not fall off by more 
than the initial decline in the demand for consumption goods, as 
the decreased consumption of the entrepreneurs will to the same 
extent offset the effects of the initial decrease on incomes. In the 
other case, where producers of consumption goods do not reduce 
their own consumption but cover their losses by borrowing or 
selling capital assets, clearly the income derived from the produc- 
tion of consumption goods will not decline at all.’ In the former 
case, therefore, the total income-stream will remain the same as 
when an amount equal to the new savings is being used for new 
investment and, in the latter case, the same will be true provided 
that the excess (if any) of saving over what has been lent or 
paid to the losing entrepreneurs is used for new investment. Mr. 
Keynes, however, seems to believe that a reduction in entre- 
preneurs’ expenditure on consumption goods constitutes a net 
decrease in the demand for these goods, different from, and in 
addition to, that shift of incomes from producers of consumption 
goods to producers of capital goods, which will always be the 
initial effect of an increase in saving; and that, in order to 
prevent undesirable disturbances, this reduction in consumption 
should be offset by a corresponding amount of additional new 
investment, to be made possible by increased loans from the 


banks. 
Let us, for the moment, concentrate on this example in which 
7 I neglect in this connection, as Mr. Keynes neglects, the third possible 


case where entrepreneurs reduce their balances in order to continue produc- 
tion. The effect here would, obviously, be similar to that of an increase in 


the quantity of money. 
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the entrepreneur, who is making losses, cuts down his consump- 
tion, this being the only available means of maintaining his 
capital and of recovering it for re-investment. If, in spite of 
the fact that he is making losses, he re-invests it in the same 
line of production, instead of shifting it to some more profitable 
employment, then his sacrifice will be in vain because, after 
the next turn-over of this capital, he will be face to face with 
a new loss equal in amount to the old. What is wanted in order 
to make effective not only his efforts to maintain his capital, 
but also the initial saving, is a reduction in his output, in order 
to set free the factors which are needed for the new investment. 
But, so long as he insists upon maintaining his output at the 
old level, his saving (in Mr. Keynes’ sense) not only cannot, 
but certainly should not give rise to any new investment. In the 
other case, where the losing entrepreneur obtains from other 
savers the capital necessary to make up for his losses, it is, no 
doubt, true that these individual savings are wasted, i.e. make 
no increase of the capital equipment possible. But this is so 
only because it 1s assumed that the losing entrepreneur is con- 
suming his capital and (since the savings of other people are 
required to compensate for this) is thus preventing any net 
saving. But since, on balance, there is no excess of incomes over 
net earnings, there is no reason why any new investment should 
take place; this is also shown by the fact that, because the 
production of consumption goods is going on at an unchanged 
rate, no factors of production can be set free for use in the 
production of new investment goods. Any attempt to bring 
about an increase in investment to correspond to this “‘ saving ”’ 
which is already required to maintain the old capital, would have 
exactly the same effect as any other attempt to raise investment 
above net saving; inflation, forced saving, misdirection of pro- 
duction and, finally, a crisis. It must be remembered that, so 
long as entrepreneurs insist on producing consumption goods at 
the old rate, and selling them below normal cost, no restriction 
of consumption and, therefore, no real saving is effected; and 
no stock of consumption goods will be accumulated to bridge the 
time gap to which we referred above (p. 28). 

At the same time, it is, of course, true that under Mr. Keynes’ 
assumption saving will lead to a fall in the general price level, 
because this assumption implies that, in spite of the decreased de- 
mand for the available part of the output, the money which is not 
spent on consumers’ goods is injected into a higher stage of the pro- 
cess of production of these consumers’ goods in order to maintain 
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the output and price there. The only effect of saving, on this 
assumption, would, therefore, be that the money would, as it 
were, skip the last stage of the productive process (consumers’ 
goods), and go directly to the higher stage to maintain the 
demand there; and the consequence would be that no increase 
in demand would occur anywhere to offset the decreased demand 
for consumers’ goods, and there would be no rise of other prices 
to compensate for the effect produced on the price level by the 
fall in the price of consumption goods. 

All this is, however, true only because it is asswmed from the 
outset that, in spite of the fact that investment in the production 
of consumption goods has become less profitable (or even, per- 
haps, a losing proposition), entrepreneurs insist on investing 
just as much here as before and (in so far as they do not provide 
the capital themselves by reducing their consumption) offer to 
the savers better terms than the producers of capital goods. 
I cannot help feeling that Mr. Keynes has been misled here by 
his treatment of interest as part of the ‘‘ rate of efficiency 
earnings of the factors of production ’’ which he considers to be 
fixed by existing contracts, so that capitalists will get the same 
return wherever they invest and only the incomes of entre- 
preneurs will be affected. In any case, it seems to me that a 
complete neglect of the part played by rate of interest is involved 
in the assumption that, after investment in the production of 
consumption goods has become relatively less profitable, some 
other openings for investment which are now more profitable, 
will not be found. 

The most curious fact is that, from the outset, all of Mr. 
Keynes’ reasoning which aims at proving that an increase in 
saving will not lead to an increase in investment is based on the 
assumption that, in spite of the decrease in the demand for con- 
sumption goods, the available output is not reduced ; this means, 
simply, that he assumes from the outset what he wants to 
prove. This could be shown by many quotations from the 
Treatise and it would be seen that some of his most baffling con- 
clusions, such as the famous analogy between profits and the 
widow’s cruse and losses and the Danaid jar, are expressly 
based on the assumption ‘‘ merely (sic!) that entrepreneurs were 
continuing to produce the same output of investment goods as 
before ’’ (pp. 139-40). But in his recent Rejoinder to Mr. D. H. 
Robertson (Economic Journal, December 1931, Pp. 412), Mr. 
Keynes admits that he did not, in his book, deal in detail ‘‘ with 
the train of events which ensues when, as a consequence of mak- 
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ing losses, entrepreneurs reduce their output.’’ ‘This is really 
a most surprising admission from an author who has set out to 
study the shifts between available and non-available output and 
wants to prove that saving will not lead to the necessary shifts. 
To sum up the somewhat prolonged discussion of this point ; 
in none of the cases which we have considered will there occur 
those effects which should follow if saving and investment (in 
the ordinary sense) diverge, viz. total income exceeding or falling 
short of the cost of total output; and there is no reason why 
saving and new investment, in Mr. Keynes’ sense, should corre- 
spond. By arbitrarily changing the meaning of familiar con- 
cepts, Mr. Keynes has succeeded in making plausible a proposi- 
tion which nobody would accept were it stated in ordinary 
terms. In the form stated by Mr. Keynes, this proposition 
certainly has nothing to do with Wicksell’s theory, nor can 
Wicksell be held responsible for Mr. Keynes’ interpretation. 


XIV 


The point discussed in the last section shows what is, 
obviously, the main reason for Mr. Keynes’ belief that a diverg- 
ence between saving and investment may arise without a change 
in the amount of the effective circulation. But there are two further 
reasons given in the Treatise. One of these, although it is (as 
Mr. Keynes himself points out) of but negligible import- 
ance, is indeed a conceivable case in which such a divergence 
may arise for non-monetary reasons; while the other, which is, 
no doubt, of great importance, clearly relies on a change in the 
effective circulation. I shall try to dispose of the less important 
point here and deal more thoroughly with the second in the next 
section. 

The conceivable case in which saving might exceed investment 
without a change in the effective circulation is where part of the 
savings might be permanently absorbed by the security market. 
If this occurred to any considerable extent, i.e. if Mr. Keynes’ 
Business-deposits B, or that part of his Financial Circulation - 
which serves to effect the transfer of securities were to vary by 
large amounts, this would indeed mean that a corresponding part 
of the savings would not lead to new investment because of the 
‘‘ Financial Circulation stealing resources from the Industrial 
Circulation’ (p. 254). But since Mr. Keynes himself argues 
(pp. 244, 249, 256, 267) that the absolute variability of Business 
deposits B is, as a rule, only small in proportion to the total 
quantity of money, and since his utterances have even been inter- 
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preted, probably justly, as a denial of the view that security 
speculation can absorb any credit,® we could safely ignore this 
possibility if Mr. Keynes’ later exposition, particularly his 
Rejoinder to Mr. D. H. Robertson, did not create the impres- © 
sion that he is now inclined to attach more importance to this 
point. The particular case, in which security transactions seem to 
assume this new importance to him, is, however, one of the cases 
already discussed in the last section and not one of the typical 
cases which might, at first thought, spring to the mind. It is 
the case in which the producers of consumption goods cover the 
losses, which they have suffered as a result of the increased 
saving, by selling securities. In this case, it might be said that 
the fall in prices is due to the fact that the money saved finds 
its way to the producers of consumption goods via the purchase 
of securities instead of via the purchase of consumption goods, 
so that a security transaction has taken the place of a commodity 
transaction and the total stream of money directed to the pur- 
chase of commodities (and, therefore, the price level of those 
commodities) has fallen. What I think about this case has 
already been said in the last section. 


XV 


The last and, perhaps, the most important cause of a disequili- 
brium between saving and investment, given by Mr. Keynes, 
is a change in the effective circulation—not a change in the 
amount of money, but merely in its effectiveness or in the 
velocity of circulation. Just as the potential saver has to make 
a double choice and decide, firstly, whether he will save at all 
and, secondly, whether he will invest or hoard what he has 
saved; so there are, also, two ways in which his decisions may 
cause savings to exceed investment: either because he saves 
more than entrepreneurs are willing to use for new investment 
or because he hoards his savings instead of making them avail- 
able for investment. The first factor, which is the one discussed 
above in section XIII and which is only very inadequately 
characterised in the preceding sentence, is christened by Mr. 
Keynes ‘‘ the excess saving factor,’’ while he calls the second, 
which we must now study, “‘ the excess bearish factor ’’ (p. 145). 
As already indicated, the problem to be studied here is the 
problem of hoarding ; not, however, the hoarding of cash but the 
much more complicated and interesting problem of “ hoarding 


® Professor J. H. Williams in The Quarterly Journal of Economics 
(KLV/4), August 1931, Dp. 569. 
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in a society where all current money consists of bank deposits.* 

It is undeniably true that economists in general still make too 
much use of the assumption that saving means, in the first 
instance, that people accumulate cash which they will soon 
bring to their bank if they do not invest it otherwise. Little 
attention has been given to the fact that, since a large part of 
our current money is now in the form of bank deposits, there is 
no need for people to bring their savings to the bank ; and that, 
therefore, an increase in the amount of money left at the banks 
as savings, need not increase the power or willingness of the 
banks to lend. This is particularly true if people leave their 
savings on current account—as is often the case where interest 
is paid on these; and to a considerable extent, also, if they 
transfer them from current account to deposit account, since this 
will increase the lending power of the bank only in proportion 
to the difference, if any, between the percentage of reserve held 
against current accounts and deposit accounts respectively.*® One 
of the great merits of Mr. D. H. Robertson’s work is that he has 
forcefully drawn attention to this fact—the existence of which 
makes any practical solution to these problems extremely diffi- 
cult. I think, however, that it should be theoretically clear that 
what happens in such a case is essentially the same thing as 
hoarding (i.e. a decrease in the velocity of circulation of money) 
and that these particular considerations only show that the 
practical importance of this phenomenon is much greater than 
most economists used to suppose. 

Mr. Keynes’ elaboration of this contribution of Mr. Robertson 
is, in many respects, the most interesting part of his theoretical 
analysis. His contribution consists mainly of a detailed analysis 
of the causes which will lead people to prefer hoarding to invest- 
ment or vice versa; and, since this depends mainly on the 
people’s expectations about the future price of securities, the 
analysis becomes an extensive study of the relations between 


8 It should be remembered, throughout the following discussion, that, in 
Mr. Keynes’ theoretical exposition, it is assumed that bank deposits are the 
only form of money in general circulation and that the cash, held by the 
banks as reserve against these deposits, never enters the general circulation 
(p. 31). 

10 Tf, for instance, the reserve held against current accounts (demand 
deposits) is 9 per cent. and the reserve held against deposit accounts (time 
deposits) is only 3 per cent., then the transfer of any given amount from 
current account to deposit account will free two-thirds of the reserves 
formerly held and enable the bank to create additional demand deposits 
equal to two-thirds of the amount transferred to deposit account. Mr. 
Keynes would, therefore, be quite consistent if he thought it desirable 
that banks should not be compelled to hold any reserves against deposit 
accounts (see II, 13). 
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bank credit and the stock market. And even if Mr. Keynes is 
not quite clear, and his solution of the problem not quite satis- 
factory, there is no doubt that he is here breaking new ground 
and that he has opened up new vistas. 

At the same time, his exposition of this point, which is con- 
tained mainly in Chapter X (section III) and Chapter XV, is by 
no means less difficult than the parts of his discussion to which 
we have already referred, and I doubt whether anybody could 
gather, from the text of the Treatise alone, the exact meaning 
of the author’s theory on this point. For my own part, I must 
confess that it is only after studying the further elucidation of 
this point, provided by the author in his Rejoinder to Mr. D. H. 
Robertson, that I venture to believe that I see what he is 
driving at. For the purpose of this discussion, therefore, I shall 
use his exposition in this rejoinder as much as the original text 
of the Treatise. 

Before we can enter upon a discussion of the main problem, 
however, we must acquaint ourselves with the author’s special 
terminology which, in this connection, is as rich and varied as 
elsewhere. As mentioned (Economica, No. 33, p. 284), his initial 
terms for the alternatives which are commonly called ‘“‘hoarding’’ 
and “‘ investing ’’ are ‘‘ bank deposits ”’ and “‘ securities.’’ But, 
instead of ‘‘ bank deposits ”’ (or ‘‘ savings deposits ”’ or ‘“‘ in- 
active deposits’’), the terms ‘‘ liquid assets,’ ‘‘ hoarded 
money ”’ or ‘‘ hoards ’’ are frequently used, while the ‘“‘ securi- 
ties’? become ‘‘ non-liquid assets.’? ‘‘ Active deposits ’’ corre- 
spond, of course, to ‘‘ current accounts ”’ or “‘ demand deposits.’’ 

Only a part of the total savings-deposits, viz. ‘‘ savings 
deposits B,’’ is an alternative to securities in the sense that the 
holder takes an adverse view of the prospects of the money value 
of securities. It constitutes what Mr. Keynes calls the “‘ bear 
position,” ‘‘ a ‘ bear’ being, therefore, one who, at the moment, 
prefers to avoid securities and to lend cash; while a ‘ bull’ is 
one who prefers to hold securities and borrow cash. The former 
anticipates that securities will fall in cash value and the latter 
that they will rise ’’ (p. 250). This is quite clear; but when Mr. 
Keynes goes on to elaborate his concept of the “‘ state of prefer- 
ence for savings deposits ”’ or ‘‘ state or degree of bearishness ”’ 
or ‘‘ degree of propensity to hoard,”’ particularly in his Economic 
Journal article, we find suddenly that it depends not on the expec- 
tations with regard to the future price of securities, but on the 
present price of securities, in the sense that, at any moment of 
time, a curve expressing the ‘degree of propensity to hoard”’ could 
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be drawn in a system of co-ordinates where the ordinate expresses 
the ‘‘ price of non-liquid assets in terms of liquid assets ’’ and 
the abscissa the quantity of ‘‘ inactive deposits’ or “‘ liquid 
assets’’ held by the community (Economic Journal, XLI, p. 412). 
This curve which, according to the explanation given on pages 
250-1 of the Treatise, probably has a shape somewhat similar to 
a parabola with an axis parallel to the abscissa and convex 
towards the ordinate (though the case discussed here may be 
one of a shift, or change in the shape, of the curve) is, therefore, 
based on the assumption that, within certain limits, in a given 
situation any fall in the price of securities will cause a decrease 
in the propensity to hoard or, in other words, that any such fall 
in the price level of securities will strengthen the expectation of 
a future rise. To me, it seems very doubtful whether any change 
in present security prices will lead, immediately, to a reverse 
change in the expectations concerning future price movements. 
This demand curve for securities or non-liquid assets 
assumes importance in connection with Mr. Keynes’ further 
assumption that the banking system is in a position to determine 
the amount of savings deposits, and that ‘‘ given the volume of 
savings deposits created by the banking system, the price level 
of investment goods’’** (whether new or old) is solely determined 
by the disposition of the public towards ‘‘ hoarding money.’’ 
If we concede both assumptions: the direct dependence of the 
demand for securities on their present price, and the power of the 
banking system to determine the volume of savings deposits, then, 


11 There is considerable obscurity and contradiction with regard to the 
relation between the price level of ‘‘ investment goods ”’ and the price level 
of ‘‘ securities.”? In the passage quoted in the text (and in many other 
places as, for example, at the top of page 418 in the Economic Journal 
article) the two are, obviously, treated as identical and the sub-section which 
deals with the determination of the prices of ‘‘ securities,’? from which 
this passage is taken, is headed ‘‘ The Price-level of New Investment- 
goods ’’ (p. 140). Here ‘‘ securities ’? are expressly defined as “‘ loan or real 
capital’ (p. 141) and the conclusion of the section is summarised in the 
following sentence: ‘‘ The price level of investments as a whole and hence 
of new investments, is that price level at which the desire of the public 
to hold savings deposits is equal to the amount of savings deposits which 
the banking system is willing and able to create.’’ Essentially the same 
statement is made on page 413 of Mr. Keynes’ Economic Journal article, 
regarding the determination of the price of ‘‘ non-liquid assets ’’ which, as 
we know, is only another name for “ securities.’”? But on page 253 it is 
said that, when security prices are rising, “ this is likely—in general, but 
not necessarily—to stimulate a rise in P’, the price level of new invest- 
ment,’’ and on page 249 the following statement occurs: ‘ Nor does the 
ptice of existing securities depend at all closely, over short periods, either 
on the cost of production or on the price of new fixed capital”? (my italics). 
This last passage is the more remarkable in view of the fact that, in the 
sections dealing with the effect of the bank rate on investment, the effect 
on the production of fixed capital was alone considered—to the exclusion of 
all other kinds of investment goods (p. 202), 
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indeed, this conclusion certainly follows. But both assumptions 
are highly questionable. 

To the former, it need only be answered that any fall in the 
price of securities is just as likely to create a fear of a further fall 
as the expectation of a rise. The second is more difficult to 
refute because, so far as I can see, Mr. Keynes has merely stated 
it without making any attempt to prove it. It depends, obviously, 
on the assumption (which, curiously enough, smacks of the 
fundamental error of the adherents of the banking principle) 
that the amount of money (or “‘ deposits’’) required by the 
industrial circulation is determined independently of the terms 
on which the banking system is willing to lend; so that any 
excess of deposits created by the banking system beyond this 
given amount will necessarily go into ‘‘ hoards,’”’ while any defi- 
ciency will come out of these hoards and leave the general indus- 
trial circulation unaffected.** But this position is not only 
untenable (which hardly needs proving); it is, also, a curious 
contradiction of other parts of Mr. Keynes’ argument. What 
can the banking system do to keep savings deposits constant if 
the public become ‘“‘ bullish ’’ and reduce their savings deposits 
in order to buy securities? Certainly a reduction in the rate of 
interest will serve only to stimulate the bull movement. And how 
could the banking system have any influence on investment at all 
if all deposits it creates in excess of the given ‘‘ requirements ”’ 
of industry become inactive ? 

The cloud which envelops this part of the activities of the bank- 
ing system becomes even thicker when Mr. Keynes discusses the 
function of the banks as intermediaries in the situation in which 
““two opinions develop between different schools of the public, 
the one favouring bank deposits more than before and the other 
favouring securities ’’ (pp. 143, 251). The banking system can 
do this ‘‘ by creating deposits, not against securities, but against 
short-term advances ”’ (‘‘ brokers’ loans ’’) (Ibid.). Now, to take 
only one case in which, according to Mr. Keynes, an increase 
in savings deposits may take place at the expense of the Indus- 
trial Circulation: viz. an abnormal rise in savings deposits 
accompanied by a rise in security prices; this may indicate a 
difference of opinion as to the prospects of securities, the party 
on the ‘‘ bull” tack in effect buying securities and borrowing 
money via the banking system from the party on the “‘ bear ”’ 


12 The amount of inactive deposits or hoards actually held, is deter- 
mined by the banking system, since it is equal to the excess of total bank 
money created over what is required for the active deposits,” Economic 
Journal, Vol, XLI, p. 413; cf. also Ibid., pp. 414, 415 and 410. 
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tack (p. 251). I am not sure whether, at this point, Mr. Keynes 
has in mind the fact that the banks re-lend these savings deposits 
as ‘‘ loans for account of others ’’ or whether he thinks that the 
increase in savings deposits will lead the banks to grant addi- 
tional credits to speculators on their own account. But, be this 
as it may, I cannot see how this process can, on balance, decrease 
the amount of active deposits. So long as the preference of one 
party for savings deposits is offset by a corresponding addi- 
tional lending to the party preferring securities, any increase 
in inactive deposits, involved in this process, will not mean a 
corresponding decrease in active deposits. 

On the whole, this discussion of the relation between the 
Industrial and the Financial Circulations accomplishes little 
beyond showing that any increase in inactive deposits at the 
expense of active deposits will lead to an excess of saving over 
investment and that these changes are likely to be affected by 
changes in expectations as to the future course of security 
values—a result which is not particularly surprising. What 
Mr. Keynes says besides this (in particular his obiter dictum on 
the duty of a Central Bank, pp. 254-6) is so closely bound up 
with the obscurities just mentioned that it is scarcely possible 
to follow its meaning. ‘ 

The ‘‘ excess bearish factor ’’ discussed in this section is the 
last of the different causes of ‘‘ the mysterious difference between 
saving and investment ’’ which Mr. Keynes discusses. The last 
major subject of his theoretical analysis which we shall discuss 
here, is the interaction of these different factors during the credit 
cycle. Before we turn to this problem, however, a few remarks 
may be made on a point which fits in better here than at any 
other place in these Reflections. 


XVI 


The point in question concerns a statement so extraordinary 
that, if it were not clearly in his book in black and white, one 
would not believe Mr. Keynes to be capable of making it. In 
the historical illustrations given in Vol, II, he devotes a whole 
section to what he calls ‘‘ the Gibson Paradox,’ i.e. ‘ the 
extraordinarily close correlation over a period of more than one 
hundred years between the rate of interest, as measured by the 
yield of Consols, and the level of prices as measured by the 
Wholesale Index Number.’’!* Mr. Keynes reproaches economists 


tS Vol. lpi pads. 
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in general for not having recognised the significance of this 
phenomenon and urges that it provides a verification of his theory. 
Without his theory, he contends, it is incapable of explanation, 
particularly not by ‘“‘ Professor Irving Fisher’s well-known 
theorem as to the relation between the rate of interest and the 
appreciation or depreciation of the value of money.’’* According 
to this theorem, he suggests, we should expect just the contrary. 
Surely this is a definite fallacy, for it can be shown quite easily 
that this alleged paradox is nothing but an example of Professor 
Fisher’s theorem. In the case of a sum of money, borrowed to- 
day and repayable a year hence, Mr. Keynes thinks that, “‘ if 
real interest is 5 per cent. per aunum and the value of money is 
falling 2 per cent. per annum, the lender requires the repayment 
of 107 a year hence in return for roo loaned to-day.’? But the 
movements to which Mr. Gibson calls attention, so far from being 
compensatory, are, in fact, aggravating in their effect on the rela- 
tion between lender and borrower; so that the purchaser of 
long-dated securities will, if prices rise 2 per cent. per annum, in 
a year’s time possess a sum which is worth 2 per cent. less in 
money terms, money itself being 2 per cent. less valuable, so 
that he is 4 per cent. worse off than before. Now this is exactly 
what one would expect according to Professor Fisher’s theorem, 
because, in the case of long-dated securities, a sale before the 
date when they become due is not the fulfilment of a contract in 
which the owner as lender would be in a position to ask for some 
compensation for the anticipated fall in the value of money ; but, 
on the contrary, the buyer is in the position of the lender, who 
(since the amount of the ultimate repayment is given) will natu- 
rally offer less if he expects the value of money to fall. Only if 
the present holder, at the time when he bought the securities, 
foresaw the fall in the value of money (and if he found somebody 
who also foresaw it and was ready to sell) would he have been able 
to protect himself by offering less for a security which represented 
a claim to fixed payments in a depreciating money. But I find it 
utterly impossible to understand why one should expect, as Mr. 
Keynes obviously does, that a man holding a fixed-interest 
security should be in a position to ask more interest if the value 
of money falls. ‘‘ Gibson’s Paradox ’’ is, therefore, no paradox 
at all and proves nothing in favour of Mr. Keynes’ theory.” 


14 Ibid., p. 202. ‘ : . 
15 While reading the proofs of this article I notice that Professor Irving 


Fisher himself, in his new Theory of Interest (1930, pp. 417 et seq.) uses the 
very same figures of Mr. Gibson which are used by Mr. Keynes, as evidence 
confirming his theory. 
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XVII 


Within the limits of this article, it is impossible to deal, in the 
same detail with which the fundamental concepts have been dis- 
cussed, with the last major subject upon which I wish to touch : 
viz. the explanation of the credit cycle. It is only natural that, 
when one tries to use all these concepts as tools for the purpose 
for which they were forged, all the difficulties which have been 
pointed out, not only recur but increase. To show in detail how 
they affect the results, would require a discussion many times 
longer than that contained in the respective sections of the 
Treatise. All I can do is to take up a few central points and 
leave unexamined not only the more intricate problems which 
arise out of the combination of the difficulties already noted but 
also some further important problems connected with the tradi- 
tional English concept of capital, particularly the over-emphasised 
distinction between fixed and circulating capital, an adequate 
discussion of which would require a separate article. 

The first point which must strike any reader, conversant with 
the writings of Wicksell and of what Mr. Keynes calls the Neo- 
Wicksell school, is how little use he finally makes of the effects 
of a monetary dis-equilibrium on real investment—which he has 
been at such pains to develop. What he is really interested in is 
merely the shifts in the money streams and the consequent 
changes in price levels. It seems never to have occurred to him 
that the artificial stimulus to investment, which makes it exceed 
current saving, may cause a dis-equilibrium in the real structure 
of production which, sooner or later, must lead to a reaction. 
Like so many others who hold a purely monetary theory of the 
trade cycle (as, for example, Mr. R. G. Hawtrey in this country 
and Dr. L. A. Hahn in Germany), he seems to believe that, if 
the existing monetary organisation did not make it impossible, 
the boom could be perpetuated by indefinite inflation. Though 
the term ‘‘over-investment’’ occurs again and again, its implica- 
tions are never explored beyond the first conclusion that, so long 
as total incomes less the amount saved exceed the cost of the 
available output of consumers’ goods (because investment is in 
excess of saving), the price level will have a tendency to rise. 
In Mr. Keynes’ explanation of the cycle, the main characteristic 
of the boom is taken to be, not the increase in investment, but 
this consequent increase in the prices of consumers’ goods and 
the profit which is therefore obtained. Direct inflation for con- 
sumption purposes would, therefore, create a boom quite as effec- 
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tively as would an excess of investment over saving. Hence, he 
was quite consistent when, despairing of a revival of investment 
brought about by cheap money, he advocated, in his well-known 
broadcast address,’* the direct stimulation of the expenditure of 
consumers on the- lines suggested by other purchasing-power 
theorists such as Messrs. Abbati, Martin, and Foster and 
Catchings; for, on his theory, the effects of cheap money and 
increased buying of consumers are equivalent. ) 

Since, according to this theory, it is the excess of the demand 
for consumers’ goods over the costs of the available supply which 
constitutes the boom, this boom will last only so long as demand 
keeps ahead of supply and will end either when the demand 
ceases to increase or when the supply, stimulated by the abnormal 
profits, catches up with demand. Then the prices of consumers’ 
goods will fall back to costs and the boom will be at an end, 
though it need not, necessarily, be followed by a depression ; yet, 
in practice, deflationary tendencies are usually set up which will 
reverse the process. 

This seems to me to be, in broad outline, Mr. Keynes’ explana- 
tion of the cycle. In essence it is not only relatively simple, 
but also much less different from the current explanations than 
its author seems to think; though it is, of course, much more 
complicated in its details. To me, however, it seems to 
suffer from exactly the same deficiencies as all the other, less 
elaborate, purchasing-power theories of the cycle. 

The main objections to these theories—I cannot go into details 
here and must beg permission, therefore, to refer to my other 
attempts to do so'’—seem to me to be three in number. Firstly, 
that the original increase in investment can be maintained only 
so long as it is more profitable to increase the output of capital 
goods than to bid up the prices of the factors of production in 
the effort to satisfy the increased demands for consumers’ goods. 
Secondly, that the increase in the demand for consumers’ goods, 
if not offset by a new increase in the amount of money available 
for investment purposes, so far from giving a new stimulus 
to investment, will, on the contrary, lead to a decrease in 
investment because of its effect on the prices of the factors of 
production. Thirdly, that the very fact that processes of invest- 
ment have been begun but have become unprofitable as 
a result of the rise in the price of the factors and must, 
therefore, be discontinued, is, of itself, a sufficient cause to 


16 Cf. his Essays in Persuasion, London, 1931, p. 148 et seq. 
17 Cf. my Pilcas and Production, London, 1931; and ‘‘ The Paradox of 


Saving,’? Economica, No. 32, May 1931, 
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produce a decrease of general activity and employment (in 
short, a depression) without any new monetary cause (deflation). 
In so far as deflation is brought about—as it may well be—by 
this change in the prospects of investment, it is a secondary or 
induced phenomenon caused by the more fundamental, real, dis- 
equilibrium which cannot be removed by new inflation, but only 
by the slow and painful process of readjustment of the structure 
of production. While Mr. Keynes has occasional glimpses of the 
alternative character of an increase in the output of consumers’ 
goods and investment goods,** he does not follow up this idea; 
and, in my view, it is this alone which could lead him to 
the true explanation of the crisis. But it is not surprising that 
he fails to do so, for it is precisely in the elucidation of these 
inter-relations that the tools he has created become an altogether 
inadequate and unsuitable equipment. The achievement of this 
object is, indeed, impossible with his present concepts of capital 
and ‘‘ investment ’’ and without a clear notion of the change 
in the structure of production involved in any transition to more 
or less capitalistic methods. An adequate criticism of Mr. 
Keynes’ explanation of the cycle would, therefore, require a 
somewhat elaborate description of that process. This I have tried 
to give in the places referred to. All I shall attempt here 
will be some further explanation of the three points already 
mentioned. 


XVIII 


From Mr. Keynes’ Reply to the first part of these Reflections 
(see Economica, November 1931, p. 395), I gather that he con- 
siders what I have called changes in the structure of production 
(i.e. the lengthening or shortening of the average period of pro- 
duction) to be a long-run phenomenon which may, therefore, 
be neglected in the analysis of a short-period phenomenon, 
such as the trade cycle. I am afraid that this contention merely 
proves that Mr. Keynes has not yet fully realised that any 
change in the amount of capital per head of working population 
is equivalent to a change in the average length of the round- 
about process of production and that, therefore, all his demon- 
strations of the change in the amount of capital during the cycle 
prove my point (see Treatise, Vol. II, Chapters XXVII-X XIX). 


18 For example, when he says (p. 289), that “‘ the incentive to an in- 
creased output of capital goods should diminish, just as the incentive to 
the production of consumption goods increases,’? or again in the passage 
at the top of page 310, which clearly implies that it is the quick, and there- 
fore less capitalistic, production of consumers’ goods which has become 
relatively more profitable as a consequence of their higher prices. 
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Any increase in investment means that, on the average, a longer 
time will elapse between the application of the factors and the 
completion of the process and, what is particularly important in 
this connection, the period is not lengthened only while new 
investment is going on; it will have to be permanently longer 
if the increased capital is to be maintained, i.e. total investment 
(new and renewed) will have to be constantly greater than 
before. But if the increase of investment is not the consequence 
of a voluntary decision to reduce the possible level of consump- 
tion for this purpose, there is no reason why it should be perma- 
nent and the very increase in the demand for consumers’ goods 
which Mr. Keynes has described will put an end to it as soon 
as the banking system ceases to provide additional cheap means 
for investment. Here, his exclusive insistence on new invest- 
ment and his neglect of the process of re-investment makes him 
overlook the all-important fact that an increase in the demand 
for consumers’ goods will not only tend to stop new investment, 
but may make a complete reorganisation of the existing structure 
of production inevitable—which would involve considerable 
disturbances and would render it impossible, temporarily, to 
employ all labour. 

So long as the absolute rise in the price of consumption goods 
is relatively smaller than the rise in the price of investment 
goods due to a continued expansion of credit, it is true that the 
upward phase of the cycle will continue. But as soon as the 
rise in the former overtakes the rise in the latter, this will 
certainly not mean that ‘‘ the upward phase of the cycle will 
have made its appearance’ (p. 283). On the contrary it must 
mean a period of declining investment.*® And, as all inductive 
evidence shows, it is the decline in investment (or in the produc- 
tion of producers’ goods) and: not the impossibility of selling con- 
sumers’ goods at remunerative prices, which characterises the 
beginning of the slump. Indeed, it is the experience 
of all depressions and especially of the present one, that the 
sales of consumption goods are maintained until long after the 
crisis; industries making consumption goods are the only ones 


19 Something like this seems to be going on at the present time in Russia 
where, after the burden imposed by the Five Years’ Plan on the consumer 
was found to be intolerable, the authorities have decided to change their 
arrangements and speed up the output of consumers’ goods. I should not 
have been surprised if this had led to unemployment just as ina capitalistic 
society; and in fact, if I have been informed correctly, this has already 
taken place. This does not, however, lead to an increase in the figure for 
unemployment, but only in the numbers of so-called unemployable—since 
workmen are only dismissed on the pretence of inefficiency. 
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which are prosperous and even able to absorb, and return 
profits on, new capital during the depression. ‘The decrease in 
consumption comes only as a result of unemployment in the 
heavy industries, and since it was the increased demand for the 
products of the industries making goods for consumption which 
made the production of investment goods unprofitable, by driving 
up the prices of the factors of production, it is only by such a 
decline that equilibrium can be restored. 

If the real trouble is that the proportion of the total output 
which, as a consequence of entrepreneurs’ decisions, has become 
‘‘ non-available ’’ is too great relative to what consumers are 
demanding to have ‘“‘ available’’; and if, therefore, the pro- 
duction of ‘‘ non-available ’’ output has to be cut down, then, 
certainly, the resulting unemployment is due to more deep-seated 
causes than mere deflation and can be cured only by such a 
reduction of consumption relative to saving as will correspond 
to the existing proportion between ‘‘ available’ and ‘‘ non- 
available ’’ output; or by adapting this latter proportion to the 
former, i.e. by returning to less capitalistic methods of produc- 
tion and thus reducing total output. I do not deny that, during 
this process, a tendency towards deflation will regularly arise ; 
this will particularly be the case when the crisis leads to frequent 
failures and so increases the risks of lending. It may become 
very serious if attempts artificially to ‘‘ maintain purchasing 
power’’ delay the process of readjustment—as has probably 
been the case during the present crisis. This deflation is, 
however, a secondary phenomenon in the sense that it is caused 
by the instability in the real situation ; the tendency will persist 
so long as the real causes are not removed. Any attempt to 
combat the crisis by credit expansion will, therefore, not only be 
merely the treatment of symptoms as causes, but may also prolong 
the depression by delaying the inevitable real adjustments. It 
is not difficult to understand, in the light of these considerations, 
why the easy-money policy which was adopted immediately after 
the crash of 1929 was of no effect. 

It is, unfortunately, to these secondary complications that Mr. 
Keynes, in common with many other contemporary economists, 
directs most attention. This is not to say that he has not made 
valuable suggestions for treating these secondary complications. 
But, as I suggested at the beginning of these Reflections, his 
neglect of the more fundamental ‘‘real’’? phenomena has 
prevented him from reaching a satisfactory explanation of the 
more deep-seated causes of depression. 
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Trends in Business Administration’ 


By ARNOLD PLANT 


(Sir Ernest Cassel Professor of Commerce in the 
University of London) 


SECTION I 


THE decision of the University of London to apply part of the 
Sir Ernest Cassel endowment to the establishment of this Chair 
of Commerce with special reference to Business Administration 
at the London School of Economics marks yet another stage in the 
inevitably gradual process of consolidation of its work. The mem- 
bers of this School have made the study of the behaviour of man in 
society their special concern ever since its foundation thirty-six 
years ago. ‘The study of business administration is one part 
of that work, and the creation of these new facilities does not 
in any real sense constitute a departure into an entirely 
neglected field. Business enterprise has been under investiga- 
tion by one or other of the specialist workers at the School 
throughout its short history. Not the least notable of the 
writings of its two principal founders are devoted to the 
discussion of business problems, from the special angle which 
Lord Passfield and Mrs. Webb have made essentially their own. 
The significant points of resemblance and of difference between 
the problems of public and private administration have been 
the subject of path-breaking work by specialist workers in the 
field of government. The economists have naturally been 
concerned more than the others with the study of business 
institutions and of the behaviour of business men. When the 
degree of Bachelor of Commerce was established within the 
Faculty of Economics after the war, in response to a demand 
from the business community, the previous endeavour of the 
School must have been in a large measure responsible for that 
demand. ‘The growth in the interest of the business community 
of London in the training of University men for business is 
undoubtedly attributable to the efforts of Professor Sargent 
in developing the commerce degree work both in the School 


1 Inaugural lecture delivered at the London School of Economics and 
Political Science on October 8th, 1931. 


45 


46 ECONOMICA [ FEBRUARY 


and at the Commerce Degrees Bureau. But as in every other 
field, achievement must wait upon opportunity. Professor 
Laski, speaking of public rather than business administration, 
has called attention to ‘‘ the natural secrecy about their art 
which comes from men who live by the exercise of a mystery.”’ 
So far as business administration is concerned, the recent action 
of prominent firms in founding and supporting the new Depart- 
ment of Business Administration at the School, and in pooling 
their experience for the benefit of all, is a welcome sign that 
reticence among practising business men is ‘giving way to a 
readiness to co-operate more widely in the work of training 
and research. 


SECTION 2 


I propose to take this opportunity to review the place of 
business enterprise in our general economic system, in reference 
particularly to tendencies and proposals which involve a change 
in the scope available to normal business enterprise, and in its 
effectiveness in performing its function. 

The questions which I wish to discuss group themselves 
around the problem of control in business. External to the 
business enterprise there is in progress a half-conscious attempt 
to displace the controlling power which ultimately determines 
the nature and volume of all production, that is, the demand 
of ultimate consumers, and replace it by some other ill-defined 
criterion. Some of the manifestations of planning and of 
rationalisation are of this nature. Inside the business unit there 
is a parallel movement, based upon conceptions of the power 
wielded by the owners of the means of production over the 
immediate direction of the business. : 

I start with this second question, of the extent of the control 
which the owners of the means of production exercise over the 
direction of the business in which they are utilised. 

The increasing capitalisation of business since the beginnings 
of machine and power production has involved the use of more 
.and more private property in industry. It seems to be true 
that as the employment of property has been extended, the 
degree of control exercised by the owners of the property 
concerned, as a body, has progressively declined. The form 
of capitalisation perhaps conceals the essential facts: we must 
of course include loan capital as well as share capital when 
thinking of ownership of the means of production employed. 
The capitalist as sleeping partner is surely no new phenomenon 
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in business. The landlords who lend out real property to 
producers may be protected by covenants, but they normally 
do not participate actively in directing the business carried on 
there. The medieval gild was frequently a sleeping partner 
in the business directed by a young master-craftsman; before 
the days of limited liability, merchants and manufacturers often 
obtained most of their capital, as many of the smaller ones 
still do to-day, on this basis. 

The proportion of the total capitalisation of modern joint 
stock businesses which is furnished by trade credits (either 
from sellers or from buyers, or direct from banks) and by 
debenture holders and non-voting shareholders must be very 
large; and yet these owners of the capital employed normally 
exercise no influence whatever on the running of the business. 
Of course that is not invariably the case: we are all conversant 
with the limitations on the free purchase of stock-in-trade 
involved in the “‘ tied-house ’’ system in the distributive trades. 
It is a commonplace that the voting shareholders of joint stock 
companies themselves exercise little check on the determination 
even of general lines of policy. ‘The vast majority neither enters 
a shareholders’ meeting, nor bothers to appoint a proxy when 
asked. No doubt businesses are better run on that account. 
The election of directors is nominal, their re-election automatic, 
their vacancies filled by co-option. Directorates tend, on the 
whole, to contain the persons who are most interested and best 
informed in the class of business undertaken, as well as other 
persons whose presence would not be so easily explained if ever 
the question could he effectively put. The trend of individual 
ownership towards an ever-widening diffusion throughout society 
seems to gratify the investor as well as suit the directorates 
of companies. New investors are encouraged by the announce- 
ment that small applications will be granted in full and that 
in the event of over-subscription, large investors will be 
rationed: company directors are the more secure against 
criticism if large cpposition holdings can only slowly be 
acquired by purchase from widely scattered small investors of 
little experience, and if proxies are difficult to accumulate. 
Organisers who do contrive to acquire power as leaders of 
shareholders’ protection associations are often worth putting 
on the board. ‘Their point of view may then change. The 
owners of industrial property become in consequence more and 
more dependent upon the good faith and ability of the manage- 
ment; and more and more powerless to protect their property 
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if ever the personal interests of the directors should lie, not 
in the prosperity of the company itself, but in that of other 
companies with which it has dealings. 

The net effect is that expert management, which may itself 
have little property at stake in the business, is in general freed 
from the restricting interference of an ill-informed and 
heterogeneous body of owners of property in the business; and 
that shareholders as a class acquiesce in that arrangement. 
Nevertheless some groups of property-owners may and of course 
do dominate the determination of business policy. Where the 
active directors retain the voting shares and the right to 
residuary profits, the other owners of the instruments of 
production are the more ready to leave complete control in 
their hands. In times of depressed trade the debenture holders 
and other creditors may dominate policy, not always with the 
best results; for in such times a radical overhaul and 
re-equipment of the business may be the only way back to a 
satisfactory earning capacity, and there is reason to believe that 
debenture-holders, who are asa class not only less speculatively 
minded than ordinary shareholders but probably also not 
conversant with the technique of particular businesses, use 
their power too frequently to delay reconstruction. 

It is when a change in market conditions precipitates a need 
for a drastic change in the policy of a business that at one 
and the same time both the need for the maximum freedom 
for expert management and also the insistence of the contributors 
of the various factors of production on an influence on policy 
become most evident. In his recently published lectures on 
‘“‘ Equality,’ Professor Tawney has eloquently urged the claim 
of employees to the consideration of their special interests when 
major decisions are taken.*° If property owners are granted 
representation because they bear risk, the workers, also, it is 
urged, have at least their own immediate incomes at stake. 
The question of the rights of the various participants >in 
production cannot be lightly dismissed. 

Joint stock organisation with limited liability has certainly 
tapped new sources of capital for production, but not without 
revealing weaknesses which have still to be faced. It is surely 
an amazing fact that doubt still seems to exist in business circles 
whether the owners of a business, that is to say its shareholders, 
are entitled to know at specified intervals the current value 
of their property, as accurately as it can be ascertained without 
unreasonable expense. Recently prominence has once again 
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been given to the question whether the non-disclosure of the 
precise value of reserves is compatible with the fulfilment of 
this expectation. It may be an inherent weakness of joint stock 
organisation in competitive business that it does not make it 
possible at one and the same.time to let owners know what 
their property is worth and to conceal the firm’s real com- 
petitive strength or weakness from its competitors, It may 
again be a weakness that the desire of directors to ‘‘ plough in ”’ 
profits may be thwarted if the total value of earnings and assets 
were disclosed to the owners of the business. Yet clearly it 
is high time that business leaders, professional accountants 
and students of business practice faced squarely the compati- 
bility of secret reserve policy with the duties of agents and 
trustees (the boards of directors) towards their principals and 
clients (the shareholders). 

I have stressed the steadily diminishing influence of property 
owners over the direction of the business in which their property 
is utilised. That tendency has relevance to proposals which 
contemplate an advantage from the concentration of ownership 
among certain socially or functionally distinguished groups of 
the community. Leaving on one side schemes of nationalisa- 
tion, which aim at State control of production, there is on the 
one hand the movement to concentrate ownership in the hands 
of the consumers of the products of the business, and on the 
other the belief that it would be advantageous for the workers 
to own the property they employ. While the one is the principle 
of consumers’ co-operation, the other (after figuring in turn 
in the self-governing workshops and in syndicalist and gild 
socialist schemes) appears in a modified form in the guise of 
agricultural co-operation. While consumers’ co-operation 
extends backward in the endeavour to secure all the profits 
of distribution and production for the consumer, agricultural 
co-operation endeavours to extend forward towards the con- 
sumer, securing the profits for the primary producers. 

Neither of these schemes requires for its operation, however, 
that the ownership of the means of production be concentrated 
either in the producers or in the consumers. All that is involved 
in fact is machinery for securing that any surpluses, after 
paying interest on capital to whomsoever will supply it on the 
most favourable terms, accrue to the producers or consumers 
as the case may be. The success of consumers’ co-operation 
does not depend upon the customers also being the capitalists. 
It is very doubtful whether there is even any psychological 
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gain from the knowledge that the overdraft of the store is on 
the books of a co-operative bank and not of one of the “ big 
five.’”? In the case of ownership by the workers concerned, it 
is possible that the sense of proprietorship in the equipment 
in use would lead to more careful handling of property and in 
consequence to a saving in capital charges, but it is a moot 
point whether the saving would be sufficient to offset the higher 
interest charge brought about by limiting the sources of supply 
of capital. 

To the student of business administration these proposals to 
concentrate ownership and control in particular hands possess 
a special interest in that experimentation is possible by free 
association within the framework of the existing economic 
system. Consumers’ co-operation not only has shown itself to 
be practicable side by side with competitive business, but also 
depends for the fixing of its selling prices upon the continuance 
of competition to determine market price. Its success is the 
more remarkable in that the general policy has been not to 
extend business by selling at competitive prices, and that senti- 
mental loyalty to its own wholesale organisation and factories 
has probably dulled on occasion the keenness of its buying 
policy. The dividend paid to customers has clearly biased their 
judgment. 

Similarly, if exclusive ownership by the workers offers a 
lasting psychological incentive to increase output, or possesses 
_permanent advantages of other kinds, businesses organised on 
this basis may emerge and develop side by side with cthers run 
on more usual lines. The attractions of these proposals, how- 
ever, lie rather in the desire to direct the business and partici- 
pate in surpluses, than in any appreciable advantage from the 
concentration of ownership. They raise once more the question 
of the effect which consumers’ control and workers’ control 
respectively would have on the freedom of the management to 


adjust business policy promptly to changes in the market 
situation. 


SECTION 3 


So much for the terms upon which the owners of the means 
of production make them available for the community. I pass 
on to the related but more significant question of the change 
in the scope for unrestricted business enterprise. 

Before attempting to appraise the trend of recent thought 
and development let us be clear as to the place of business in 
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the normal economic system. The recognition of the social 
significance of business has in these days penetrated into the 
ranks of British aristocracy. I am not unhopeful that before 
long it will even be possible for more of my comrades in the 
academic world to think of business and talk with business 
men without experiencing the feeling that they have been com- 
pelled to have intercourse with an unclean thing. The truth 
is, of course, that the sum total of business endeavour is the 
main means by which the demands of each and every one of 
us in a modern community are met. Far from himself. 
dominating the economic system, the business man is merely 
the organising agent of that relentless controller and employer, 
the community of consumers. I could not hope to improve 
upon the account which Sir Arthur Salter has given of the 
operation of private enterprise. ‘‘ The normal economic system 
works itself. For its current operation it is under no central 
control, it needs no central survey. Over the whole range of 
human activity and human need, supply is adjusted to demand, 
and production to consumption, by a process that is automatic, 
elastic and responsive. Wherever the supply of any article 
is less than the demand, the price rises; the consumer least 
willing or least able to pay withdraws his demand, and a little 
later the prospect of higher profits attracts more work to produc- 
tion. So both production and distribution are adjusted by a 
mechanism which registers and expresses the actual desires of 
the myriads of consumers themselves, and not by the individual 
decisions of a few who judge between those desires and, in 
accordance with that judgment, direct. . . . It is the distinctive 
feature and signal merit of that system that under it the multi- 
tudinous economic activities of the world are, so to speak, 
democratised. “They govern themselves with all the liberty and 
elasticity and variety of freedom. The few intelligences at the 
central points of the system do not rule; they have no more 
than a delegate power; they register, they express, and, at 
most, they give effect to what they represent.” 

It is, then, the desires of myriads of consumers which 
actually control the economic system of which business 
enterprise is a central part. But that account of our system is 
not complete. The demands of the community of consumers 
are in a state of continuous flux. Widely diverse as between 
individuals, they are at the same time constantly varying in 
the case of each individual. For every one of us, the spending 
of our income—as, indeed, to a varying extent the earning of 
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it—is a process of incessant experiment by which we seek full 
self-expression. In our search for greater satisfaction we try 
first one thing, then another. Both the offer of a new alterna- 
tive and its acceptance are left to the free initiative of the 
individual. The scale of experimentation is adjusted to the 
judgment and means of the individual speculator. We insist 
upon the opportunity to live our lives as with our changing 
knowledge and experience seems best to us at the moment. 
Those of us who have been students of Graham Wallas and 
Harold Laski have learned to prize the right to the unfettered 
expression of our individuality as the most precious ingredient 
of liberty. Our economic system stands or falls in our judgment 
by its capacity to provide the opportunity for continuous 
experimentation in the disbursement of whatever spending 
power we can secure, for that is the way our wants are met, our 
satisfactions secured and our liberty made effective. 

The controlling employer in the productive system is the 
community of consumers. ‘The business man is simply one of 
the many faithful servants who, according to their skill and 
application, anticipate more or less accurately what will be 
required, and take more or less adequate steps to see that it 
is available. Each of them watches the habits of his employer 
for any change that will affect his future wants: the more 
accurately he anticipates the unspoken wish, the more likely 
he is to remain in favour, the more able he will be to command 
the capital and the labour which he needs for his production, 
and for which he has incessantly to bargain against the other 
business men who also serve the ultimate employer. He must 
constantly be offering new alternatives to his employer the 
consumer. Others do not hesitate to do so, and if he fails to 
foresee a new want another business man will secure his place. 
To perform his function he must assume abundant risks. But 
that function is a high one. It is no less than the determination 
of the pace of the change in people’s habits of life that consti- 
tutes economic progress. For its attainment in our economic 
system there is one fundamental condition: the preservation 
as a general rule of the freedom of the individual to modify 
his habitual conduct, whether as consumer or producer, when- 
ever he may believe a change to be advantageous to himself. 
Inevitably there come complaints from some of the business 
men that the pace is too hot: that the march of progress is 
too fast, the control of the community of consumers too absolute, 
the constant change in their demands too fickle for successful 
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anticipation, the behaviour of their rivals ungentlemanly or 
unfair. But the complaint is misdirected. It is the greater 
skill and resource and enterprise of their competitors among 
the ministering bands of business men that sets the pace of 
progress. Consumption is a choice between alternatives which 
are offered, never a rejection of them all; and the choice which 
disappoints the unsuccessful business man rewards the success- 
ful. The complaint is more appropriately levelled by the tired 
or unsuccessful business man against his own inferiority in the 
open market, rather than against either the consumers who 
manifest a new preference or the producers who satisfy it. 

I have dwelt upon the necessity for the general freedom of 
consumers’ choice, as the condition of individual liberty in its 
full sense, and upon the controlling power of the consumer in 
the field of production, because of plainly discernible tendencies 
to-day in the conscious or unconscious attitude of the State 
towards the attacks which have at no time ceased to be made 
upon their dominating position in our economic system. 

Business men are not, and never have been, content to remain 
entirely submissive to consumers’ choice. ‘The consumer has 
occupied the driver’s seat, but inside the harness of his con- 
trolling power the producers between the shafts of the produc- 
tive machine have always kicked and plunged, and on occasion 
have persuaded the driver to slacken the rein and give them 
their head. The study of the forms of the reaction of producers 
will always provide a fascination for students of business. The 
technique of marketing is largely an armoury of defensive 
devices for the persuasion of consumers to resist the ever- 
recurring opportunities which open competition affords them of 
changing their habitual expenditures. One reply to new com- 
petition may be an attempt to reduce prices by improving the 
process of supply. The standardisation and simplification of 
products, for example, enabling mass production and the reduc- 
tion of selling prices, has been brought about by the pressure 
of competition. It waits upon no trade agreements, if the saving 
to the consumer is worth the sacrifice of wider alternatives of 
choice. Where, indeed, it is introduced at the instance of wide- 
spread trade agreements, as for example in response to State 
representations to an industry as a whole, it may hinder the 
process of trying out new patterns and new devices which is 
the normal method of technical advance. Standardisation and 
mass production of some patterns, on the one hand, to make 
possible price reductions, and the continued production of more 
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expensive patterns of the same class of product on the other. 
hand are not mutually exclusive policies. The object of cutting 
selling prices is of course to sell more of the product at a 
lower price. More popular with producers are devices which 
aim at selling more at the same price. Such, for example, is 
the aim of advertisement. Students of business administration 
are not alone in this School in the study of the trend of 
advertisement. It raises a variety of problems, of sociological 
and philosophical as well as business interest. Some of its 
manifestations, no doubt justified by their impact upon con- 
sumers, arouse the zesthete, precipitating a demand for prohibi- 
tion from one section whilst providing a living for another. 
Others raise a demand for the emancipation of newspaper 
editors from the tyrannous domination of the anxieties of their 
business manager. From our own viewpoint, advertisement 
seeks to mould consumers’ choice rather than submissively to 
accept it; to create a consumers’ insistence for particular 
products. It is competitive as between different brands of 
goods, between different types of goods, between spending as a 
whole and saving, and possibly between work and leisure. But it 
is by no means certain that the consuming public makes significant 
additional efforts to augment its income because of the subtle 
influence of advertisement upon its willingness to work ; and the 
belief that comprehensive trade agreements to scale down aggre- 
gate expenditure upon advertisement would result in enormous 
economy without reducing the aggregate volume of trade has 
much to support it. 

The attempts to persuade consumers not to vary their habitual 
expenditures includes another category, viz. the offer by traders 
of rebates and shares of profits to regular buyers. ‘The divi- 
dends to members of consumers’ co-operatives, and similar 
schemes to share profits with customers, and the season tickets 
of railway companies are an inducement of this sort. Coupons 
in packets of cigarettes represent a step further, for until 
speculators release the customer by setting up a cash market 
for coupons the system may induce him to continue to buy 
sixpenny packets of the same product until at long last his 
collection of coupons is equivalent in value to, say, an expensive 
radio-gramophone. More powerful still is the device of the 
deferred rebate, by means of which shipping conferences exact 
from shippers, and steel producers from certain classes of steel 
users, their exclusive patronage as the condition for the grant 
of a deferred price-concession which may be so large as to be barely 
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dispensable in competitive business. Persuasion of this kind, of 
little consequence perhaps where the direct purchases of ultimate 
consumers are concerned, is a snare to the intermediary pro- 
ducer. In grasping at the immediate concession of a discount 
he may forfeit his share of the final market to a competitor who 
determines his purchases of the materials of production solely 
by his judgment of what the final consumer will prefer to buy. 

When persuasion fails to induce a convenient fixation of 
consumers’ outlays, attempts may be made to frustrate their 
tendency to change. A common device is war upon the 
favoured competitor. The tendency here appears to be more 
and more towards the indirect method of attack. Manufacturers 
seek to monopolise the channels of distribution, refusing to 
supply merchants who sell competing products, and by direct 
advertisement to the public making it difficult for the same 
merchants to continue in business unless they stock their own. 
Wholesale merchants refuse to stock articles which the manu- 
facturers sell on equal terms to retailers. Retail traders insist 
upon manufacturers withholding supplies from traders who find 
it profitable to reduce retail prices, and themselves refuse to 
stock articles which are also given in exchange for coupons. 
On practices such as these the recent Board of Trade Committee 
on the Restraint of Trade has by no means uttered the last 
word. Business men who distinguish a short and a long view 
of their own interest realise the risks involved in participation 
in these indirect attempts to prevent final consumers from 
benefiting by improvements in the technique of manufacture 
and distribution. 

Direct attacks upon competitors are more easily and widely 
recognised and are likely to arouse public hostility. Unless 
there is a good chance of persuading the public that competition 
itself is wasteful, they tend therefore to be avoided. Local 
price cutting to eliminate rival traders is expensive : new rivals 
spring up as soon as the attempt is made to recoup the loss 
by raising prices. Threats of personal violence by established 
business men against the interloper are no longer any more 
usual (at any rate in this country) than they are, in the field 
of labour, by trade unionists against the blackleg. The fighting — 
ships of the shipping conference lines can no longer treat the 
independent as the East Indian traders did the interloper. The 
fighting omnibuses of the established companies were soon 
withdrawn in favour of less conspicuous attacks upon the new 
competitors, vilified though they were by the name of ‘‘pirates.”’ 
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Even vilification is now reserved more and more for the foreign 
competitor. It is still possible to clamour effectively that foreign 
manufactures should not be bought because the foreign standard 
of life is low, and by so doing to depress foreign standards of 
life still farther ; to spread reports which lower the prices which 
the public will pay for foreign produce, and then to complain 
of malicious dumping. - But the field in which these methods 
of preventing demand from moving into new channels can be 
successfully employed is steadily narrowing. 

So long as the State remained negative rather than inter- 
ventionist in its attitude towards trade practices, so long as 
it confined itself to the protection of life and limb and to the 
eradication of misrepresentation and fraud, .the public lost 
little from the transient victories of monopoly, and gained 
enormously from the strenuous struggle of competition. It 
would indeed be illuminating for the historians of business 
to investigate the average rate of return actually secured by 
the most notorious monopolists over the whole period of their 
operations. Statistical studies which have already been made 
suggest that the expectations of investors have generally been 
far from realised. The capitalist system would appear to 
achieve a very considerable economy in the remuneration of the 
ever-ready investor.” 

The growth of State intervention, however, already threatens 
this economy. It is not so much that the investor may become 
less willing to speculate. Opportunities for beneficial specula- 
tion, indeed, seem more likely to be curtailed than the willing- 
ness to undertake risk. But the widening of State control is 
tending to carry with it an implied or explicit undertaking 
by the State to guarantee a rate of return, which may at the 
time be considered “‘ reasonable,’’ upon a capitalisation, which 
may have no close connection with earning capacity. ‘That 
implied guarantee may not involve a charge upon the exchequer ; 
it is easier, and consequently more likely, for it to take the 
form of the protection of the controlled enterprise against new 
competition. Herein lies the menace to individual liberty. 

Harassed monopolists have not been slow to perceive the new 
opportunity which State intervention may afford them to safe- 
guard their vanishing privilege. If persuasion fails, let the 
State assist in frustrating the mutations of demand. Students 


2 The waste from mis-direction of capital is not denied. It is in fact inevit- 
able since future consumers’ preferences cannot be accurately anticipated; 
and are less likely to be ascertained if alternatives are not to be offered by 
competing producers each free to back his own judgment. 
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of State intervention in the Dominions especially are well 
accustomed to the coercion of minorities of producers by 
legislative enactment. ‘Trade agreements between groups which 
a Cabinet Minister considers representative are made mandatory 
over the whole of an industry. ‘‘ All over the world,’’ writes 
Professor Laski in his essay The Dangers of Obedience, ‘‘ little 
groups of active-minded men run to the State to urge that 
some particular convention be made binding upon us all, or 
to prohibit some particular experiment which, a generation from 
now, may well become a normal habit of everyday life.’? ‘Thus 
in some parts of the world newspapers must be printed as the 
majority of printers decide; farmers must export their produce 
how and when they are told by a central board, or not at all; 
shops must close at fixed times, but factories can run all night; 
building plans must be designed, or sick persons cured, by 
those who may call themselves architects or doctors, or not 
at all. Instead of continuous experimentation in new processes 
and new products, the pace and form of progress are adjusted 
to the wishes of the majority of producers whose immediate 
interests are probably vested in the continuance of relative 
poverty. Their controlling will is substituted for the democratic 
control of the demand of a diverse community, each member of 
which is seeking for more complete self-realisation. 

What is the significance of this tendency? Does it reflect a 
change in the objective of State intervention, or merely the 
capture of the machinery of government by groups which turn 
intervention to sectional advantage? I believe that those who 
give their general support to particular schemes do not all 
appreciate their real significance: that their objective is still 
the attainment of the maximum of individual freedom. Perhaps 
it is that we tend to think still in terms of war. The conduct 
of the war required the planned concentration of all productive 
resources for the attainment of a single objective. Individuality 
had to be sacrificed and identity enforced, by means of the 
standardisation and the rationing of supplies, in order that 
productive resources might be released for the special purpose 
of waging war. With the return of peace, we have resumed 
our former objective of supplying the heterogeneous wants of 
individuals; but we have carried over from war a desire to 
plan and to rationalise, not in the sense of perfecting the 
responsiveness of our normal economic system to ubiquitous 
change, but with the effect of frustrating the spontaneous 
experimentation which perfect responsiveness implies. 
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The transition from the conception of intervention to prevent 
monopoly to that of intervention to create monopoly has been 
facilitated by three sets of circumstances. 

The first circumstance is that in so far as the positive 
functions of the State are concerned we are already accustomed 
to the supersession of consumers’ choice by other determinants 
of the nature and volume of production. The provision of the 
social services by the State, for example, is enormously simpli- 
fied as compared with business enterprise by the assumption 
that the individual consumers do not know what they want, but 
that the State does. The social services—health and education, 
for instance—are provided in kind. They are not sold to the 
recipients. The State is not democratic; it does not give cash, 
trusting the head of the family to purchase them in the 
quantities in which they are offered. It knows that if he were 
given the money he probably would prefer something else; and 
it is not intended that he should get what he might prefer. 
The demand being fixed by law, the task of providing what 
the consumers are compelled to take is enormously more simple 
than that of providing an article or a service and persuading 
the public to buy it. A great many of the comparisons of the 
costs of State and competitive insurance provision take 
inadequate cognisance of this fact. It is at least conceivable 
that where certain compulsory insurance provisions are 
monopolised by the State a private company would be prepared 
to pay a considerable annual contribution to State revenue for 
the privilege of taking over the service and providing identical 
benefits from identical premiums; and that if contracting-out 
were tolerated private companies which were free to adjust the 
scale of their operations to the size of minimum unit cost would 
be able to offer to their clients either additional benefits or 
reduced premiums. . 

State intervention aimed at the conservation of natural 
resources—of oil, timber and the like—equally involves the 
repudiation of the doctrine that men should be free to meet 
demand whenever they believe they can do so at a profit. There 
can surely be few fields of State activity in which intervention’ 
has been more arbitrary in its manifestations and less securely 
based upon economic principle. 

The second circumstance is the growing sympathy of the 
State, on account of its own commitments, with the age-long 
complaint of would-be monopolists against ‘‘ wasteful competi- 
tion.”’ The process by which ‘‘ wasteful competition ’’ is 
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believed to make prices higher to the consumer than they would 
be with less competition has never been clearly elucidated. But 
that aspect is receding more and more into the background. 
Much more emphasis is placed to-day upon so-called waste 
through obsolescence, in the effort to maintain the earnings of 
capital sunk in equipment which the greater productivity of 
new inventions and new processes has rendered obsolete. ‘The 
growth in State revenue from the ownership of productive 
property has tended to range departments of State on the side 
of those who throw their weight against progress. Government 
obstruction of its competitors is a world-wide phenomenon: 
in postal services, power and lighting, telegraph, telephone, 
cables and wireless, and transport undertakings. 

The third circumstance which has tended to encourage the 
idea of State intervention to create rather than attack monopoly 
organisation is the emergence of the public utility corporation. 
Public utility control originated as an unfortunate but 
apparently inevitable consequence of conditions of monopolistic 
supply, which have been largely the creation of the State itself. 
It has intervened increasingly during the last hundred years 
on the side of the buyer of productive property, exercising the 
power of eminent domain to compel landowners to sell land to 
railway companies and to grant rights of way-leave to other 
public utility undertakings, on terms which no competitor could 
secure in the open market. Having thereby created these 
monopolies, the State has endeavoured to control their operation 
or to devise machinery for public management. Professor 
Pigou’s powerful analysis has laid bare the inherent weaknesses 
of both systems. It is still perhaps an unsettled question of 
economics whether the attempts both at control and at public 
operation do not make bad worse: whether indeed the State 
is not best advised to leave these undertakings to unfettered 
private management and apply itself rather to the question of 
encouraging new enterprise and stimulating competition in these 
fields. ‘The continued profitability of all monopolies is condi- 
tional upon the absence of alternatives and substitutes. Public 
control either of the prices charged or of the disposal of aggre- 
gate profits places the harassed monopolist in a strait jacket 
when the time comes for a struggle for existence against 
unhampered competition. It carries with it an almost 
irresistible claim to protection against free competition, and 
the State becomes involved on the side of monopoly in schemes 
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to prevent the public from benefiting from the introduction 
of new inventions and new processes. 

Those who advocate the extension of the machinery of public 
utility control and operation to fields of enterprise in which 
monopoly conditions need not be envisaged, fail to perceive its 
inferiority in this fundamental respect as compared with private 
competitive enterprise controlled by consumers’ demand. It is 
a salient weakness of controlled or publicly operated monopoly 
that it reduces both the opportunities and the willingness of 
persons to expose their capital to the risks of new production 
in the monopolised field. Loss to the general body of con- 
sumers is the inevitable outcome of the restrictions which may 
be placed upon individual enterprise, for example, under legis- 
lation such as the Coal Mines Act and the Road Traffic Act 
of 1930, and the Agricultural Marketing Act of this year, and 
under such proposals as are contained in the London Passenger 
Transport Bill. 

I have devoted this address mainly to the discussion of this 
one topic—the trend in the prevalent attitude towards demand 
as the controlling force in business enterprise—because of its 
significance both in relation to the question of the future scope 
of ordinary business, the purpose of which is to undertake the 
-risks of supplying the wants of the community, and also in 
relation to the future willingness of business men, property 
owners and workers to undertake these risks. We are faced 
with the possibility of the State, because of its social services 
and its commitments in connection with schemes of monopolised 
supply, on the one hand substituting other criteria for con- 
sumers’ demand as the determinant of what shall be produced ; 
and on the other hand finding itself compelled increasingly 
to meet the losses which inevitably accrue (when the output 
offered is rejected by the community that has not demanded it) 
either by subsidy from the exchequer, or by imposing new 
taxation in the uneconomic form of compelling consumers 
whether rich or poor to pay more and forgo improvements. 
It would surely be well to pause and consider whether anybody 
really contemplates or desires that development, before we go 
farther in this process of discarding the economy of our normal 
system, under which some of those who are willing to undertake 
the risks do in fact bear the losses which follow a failure 
accurately to anticipate and meet demand. 

I have raised doubts as to the wisdom of these particular 
departures from the normal economic system; but I do not 
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wish to be interpreted as maintaining that in the absence of 
these tendencies the system would achieve an invariably perfect 
and immediate response of supply to demand. It is a common- 
place that business men are sometimes capable of the wildest 
miscalculations of the market, that they sometimes carry the 
fetish of business secrecy to the pitch of working with their 
own heads buried in the sand, that they intensify crises by 
so doing, and that they delay recovery, nevertheless bankrupt- 
ing themselves, by their unwillingness to cut irrecoverable 
losses, partly as a consequence of their failure to distinguish 
price falls which are the result of a permanent increase in 
productivity from those which are due to temporary maladjust- 
ment. It is a commonplace again that in their staff policy, 
as our distinguished Director has observed, they are still largely 
content to persist in obsolete methods of selection, which may 
or may not have been appropriate in the late Victorian era; 
continuing at the one end to draw their subordinate recruits 
from the primary school-leavers, although the new scholarship 
schemes have diverted almost all the best material into further 
education before the school-leaving age, while, one might add, 
persisting at the other end in regarding family or social con- 
nection with directors and with senior administrative officials 
as an important qualification for appointment to responsible 
positions in publicly owned companies. 

The shortcomings of business men are, I repeat, common- 
places; and I do not propose to give a catalogue of them now. 
But to stop at that point would surely leave a-very incomplete 
picture of the business world. It ought equally to be a common- 
place among us that the leaders and their subordinates in the 
business world include men as far-seeing in their business 
decisions and as alive to their responsibilities to the community 
they serve and to the staff and the owners of the property they 
direct, as are to be found in any other walk of life. It is 
already much easier than it was before the war for suitable 
and well-trained men to get a foothold in the best businesses 
of this country, and, under the stimulus of competitive business, 
for them to secure rapid advancement to their position of 
maximum service. ‘This School, which has in the past taken 
so conspicuous a part in the determination of the right content 
and the right methods of business training, will I believe not 
fail to continue to earn the full co-operation of the business 
world on that side of its endeavour. On the side of investigation 
and research the contribution of the School may well become 
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even more important. One illustration must suffice. It will 
be a long time before the behaviour of business men is made 
‘‘ neutral’? to trade fluctuations; before, that is to say, the 
responsibility for the magnitude of these fluctuations can be 
placed solely upon the shoulders of monetary authority. But 
in so far as business secrecy is carried to excess, and informa- 
tion concerning changes in demand and in supply, and costs 
and processes, which might well be pooled (by the invention of 
appropriate machinery for preserving the anonymity of 
individual contributors) without ioss of competitive efficiency, 
is not so pooled, the business community must share the blame 
for the excesses of boom and the evils of depression. It is 
along lines such as these that the School may usefully extend 
its co-operation in investigation and research. 

There is, I believe, but one condition. The reputation of 
the London School of Economics in every field of its endeavour 
has been built upon a continuous insistence upon the main- 
tenance of the highest academic standards both in its staff and 
in its students. The success of its widening work in this 
special field of business administration will depend upon the 
resolution with which we of the newer generation, inspired and 
strengthened by the example of.our eminent predecessors, hold 
fast at whatever cost to the ideal of academic probity. 
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Cabinet Government at the Accession 
of Queen Victoria. Part II 


By W. Ivor JENNINGS. 
(Reader in English Law in the University of London) 


V 
THE MonarcHy. 


The death of George V will have no effect upon the national 
policy. ‘There will be no change of ministers. There will not 
be even a dissolution. The first official act of George IV was to 
send for the Foxite Whigs. Only because of his death was the 
Reformed Government possible in 1830. The death of William 
IV prolonged for four years a ministry which would have 
expired long before if he had lived. This is a measure of the 
change in the position of the King in the Constitution which has 
occurred since 1837. It is not that the King lacks influence 
upon the affairs of the nation. It is known that on at least 
three occasions of major importance the present monarch has 
had considerable influence upon the course of events. But his 
position is that of an experienced adviser to the Cabinet. He 
no longer has much to do with the choice of ministers, he must 
accept the policy of his ministers if, after hearing his opinion, 
they insist upon preferring their own. He is no longer associated 
with a party as was George IV or Queen Victoria, on her acces- 
sion ; he is no longer associated with a policy, as was William IV. 

The change of a hundred years has been great indeed. But 
it was a change which might have been forecasted by an intelli- 
gent and imaginative observer. In 1832, still more in 1837, it 
was clear that the monarchy was in a condition of transition. 
Monarchical government failed when Pitt became Prime Minister 
in 1783. ‘To all appearances it was the triumph of the King. 
He and his ministers appealed to the electors against the Com- 
mons which had supported the “‘ unnatural coalition,’ and their 
appeal was an immense success. But the King had summoned 
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to his councils a young man who was much stronger than Lord 
North, and the combination of a strong minister and a King 
subject to fits of insanity resulted in the transfer of the King’s 
power to the Cabinet over which the minister presided. Cabinet 
government in 1804 was very different from Cabinet government 
in 1784. The power of the King was still very great. The 
King’s dislike kept Earl Grey out of office until William IV 
came to the throne. No one but the Duke of Wellington could 
have persuaded George IV to assent to Catholic Emancipation. 
William IV found it easy enough to dismiss Viscount Melbourne 
when that nobleman did not strongly object. The Queen could stop 
a ministry from taking office by refusing to change her Ladies. 
But Reform had made absolute a condition which before was 
qualified only. A minister with a Parliamentary majority and a 
majority in the country could successfully hold out against the 
monarch’s strongest prejudices. The logic of events had taken 
power from the monarch and transferred it to the Cabinet. For 
some time the practice continued almost unchanged, because the 
position was not understood.”* But Peel in 1845 was in almost the 
position of Mr. Baldwin in 1925. ‘The accession of Queen Victoria 
came just at the end of the period of transition. 

George III and Lord North governed the kingdom for twelve 
years. At the end the King was compelled for a short time to 
receive the Rockingham Whigs as ministers. ‘The death of 
Rockingham and the consequent retirement of Fox left the 
King’s friends in power under Shelburne, but the ‘“‘ unnatural 
coalition ’’? of Fox and North soon put an end to this ministry. 
Within a short time, however, the King found the means of 
getting rid of the Coalition. Through his efforts Fox’s India Bill 
was thrown out in the House of Lords and ministers resigned. 
Pitt took office in spite of a hostile majority against him in the 
Commons—and it was against him, for he was the only member 
of the Cabinet in the House—broke up the Coalition and, by 
means of all the instruments at the King’s command, gained a 
majority at the elections. The King had chosen his own 


73 Tt was, of course, understood that the King’s position was weaker, 
but not that he was powerless before a well-supported ministry. When 
Melbourne was dismissed in 1834, the Emperor of Russia at once imagined 
that English policy would be completely changed, not understanding that 
the new ministry were dependent upon obtaining a majority in the House 
of Commons. When the position was explained to him, “ the Emperor 
could not by any means comprehend it, nor why or how there could be any 
difficulty in keeping their places if the King was resolved to support them, 
and had appointed them at his pleasure’: Greville, op. cit., iii, p. 211. 
And Greville adds: ‘‘ it would seem as if they had never read the last two 
or three years of our history.”’ 
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minister, and together they had defeated the House of 
Commons. 

This recital is interesting, for it shows us by how much con- 
ventions had changed when the Queen came to the throne. We 
may now pass to 1827, when the sudden illness of Lord Liverpool 
involved the choice of new ministers. Lord Liverpool’s ministry 
was a coalition of Tories and Canningites. The candidates for 
the succession were Canning, Wellington, and Peel. A letter 
from Mr. S. R. Lushington, M.P., to Sir W. Knighton which 
was opened by the King, ruled out the Duke, partly on the 
ground that there was something hostile to the Constitution in 
having a military officer at the head of affairs and partly because 
“considering how much the Crown’s power of grace and favour 
have been diminished in latter years, it would be of great 
benefit that its First Minister, who is to dispense the small 
residue of these favours, should be in the House of Commons.’’”4 

This gentleman evidently considered that the reduction in 
the King’s “influence ”’ effected by Rockingham’s legislation 
against placemen, pensioners, and contractors, had made it neces- 
sary to exercise what was left rather cautiously. Only a Prime 
Minister in the Commons could be sure of using it in the way 
best fitted to provide the King with a majority. ‘The letter 
further gave preference to Canning. The King, however, 
favoured a peer of neutral views to take Liverpool’s place, and 
suggested that the Cabinet should choose such a person. ‘“ Mr. 
Peel objected on principle to the delegation by the King of this 
act of royalty.’’”* The King’s memorandum was not, there- 
fore, shown to the Cabinet, and the King urged Peel to come to 
an arrangement with Canning, the King guaranteeing that Can- 
ning would not introduce Catholic Emancipation. But Peel did 
not ‘‘think it right to accept the King’s proffered personal 
guarantee, as against advice which might be tendered by his 
responsible Ministers.’’”* 

The King, it will be seen, considered that he could constitu- 
tionally prevent legislation which might be advised by his 
Cabinet. Peel, on the other hand, thought that the King consti- 
tutionally could not, or at least that he ought not to bind the 
King to do so. 

In the result, since Peel refused to serve under Canning, and 
Canning under either Wellington or Peel, Canning became 


mC. S, Parker, op. cit., i, pp. 454-455. ’ 
75 Ibid., p. 453, Rserie from the Right Hon. H. Hobhouse’s MS. diary. 
78 Tbid., p. 450. 
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Prime Minister without Tory support. But his premature death 
reopened the whole problem. The King had resented the with- 
drawal of Peel and Wellington as ‘‘ dictation.’’”” He therefore 
sent for Goderich to form an administration on the same lines as 
Canning’s. This act was accredited by the Tories to the King’s 
personal dislike of the Duke and Peel.’* The strangest event in 
the appointment of this ministry was, however, the nomination 
of Herries as Chancellor of the Exchequer. Herries received an 
autograph from the King, sent through Goderich, desiring his 
attendance at Windsor. Before the interview, Goderich explained 
that the King would offer him the seals, but, weeping, implored 
him to refuse, since his acceptance would embarrass the 
Government. Herries yielded, but the King saw through the 
action. The matter was left until Huskisson came home. But 
the Whigs declared that nomination to particular offices was in- 
consistent with conducting a Government, and proposed to 
resign. The King, on the other hand, threatened that if he 
were resisted, he would send for Wellington and Peel. And 
the King had his way. 

The Government did not last long, and at last the King sent 
for Wellington. One of the Duke’s first questions is thus 
reported in his own words”: ‘‘ I then inquired what he wished 
—whether he had any wishes for any particular persons, or any 
objections to any. He said that he thought the Government 
must be composed of persons of both opinions with respect to the 
Roman Catholic question; that he approved of all his late and 
former servants; and that he had no objection to anybody except 
to Lord Grey.’’ And in a postscript the Duke added®®: ‘‘ The 
King said that it was to be understood that the Roman Catholic 
question was not to be made a Cabinet question; that there was 
to be a Protestant Lord Chancellor, a Protestant Lord Lieu- 
tenant, and a Protestant Lord Chancellor in Ireland.’’ And 
when the Duke presented the list of his proposals, the King 
made a number of objections, some of which were overborne, 
and some satisfied by a compromise.** 

This Government, appointed on condition that Catholic Eman- 

17 Ibid., ii, p. 2. 

78 Wellington to Peel: ‘‘I .. . think that there are no two men in 
England whom His Majesty would not prefer to have about him to those 
two whom the public voice indicates, namely yourself and me’: C. S. 
Parker, op. cit., ili, p. 5. Peel to Mr. Arbuthnot: “I should think it not 
improbable that the King had made my exclusion from office a sine qua 
non, on the appointment of Goderich ”’; ibid., p. 9. 

78 Memoirs of Sir Robert Peel, i, p. 11. 
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cipation did not become a Cabinet question, passed the Catholic 
Emancipation Act of 1829. Being then weakened by the defec- 
tion of the Ultra-Tories, it became still more weakened at the 
election which followed the death of George IV, and shortly 
after the Duke’s famous declaration against Reform, resigned. 
The death of George IV had removed all obstacles to the 
appointment as minister of Earl Grey.** ‘‘ The Royal veto 
on a Whig Cabinet and Liberal laws, under which that genera- 
tion had grown up, had vanished in the night, not because the 
constitution had been altered, but because a King had ascended 
the throne who thought it his duty to hold the balance evenly 
between Whigs and Tories. A little gauche, a little eccentric, 
a little stupid, but thoroughly honest, simple, and kind, the 
“Sailor King’ was a great improvement on his two pre- 
decessors.’’** The choice of Althorp as leader of the Whigs in 
the Commons, the reactionary policy of the Tories, the French 
revolution of 1830, and the agitation about Reform, made a Whig 
ministry possible for the first time since the death of Rocking- 
ham.** It was natural and inevitable that the King should 
send for Lord Grey. Of the interview between them we have no 
complete account. We know only that the King (apparently on 
the advice of Wellington) refused to have Brougham as Master 
of the Rolls, in which office, a non-political office capable of 
being held with a seat in the Commons, he would be a thorn 
in the side of every Government. Otherwise, the King made no 
stipulations. ‘‘ Carte blanche as to all offices both in Govern- 
ment and the Household but Brougham.’’*® 

This Whig Government gathered strength from its association 
with the movement for Reform, and produced not only the 
Reform Act itself, but all the beneficial property legislation 
of 1833. It remained essentially unaltered until 1834,°° when 
Lord John Russell ‘‘ upset the coach’? by his speech on Irish 
Church appropriation, and so led to the retirement of Stanley 
and Graham. Grey wished to go as well. The resignations of 
Stanley and Graham were, however, accepted only on condition 


82 See documents quoted in G. M. Trevelyan, Lord Grey of the Reform 
Bill, pp. 376-378. 

83 [bid.,, Pp. 217. ml ; 

84 We may omit the short-lived administration of 1806-1807. 

85 Ibid., p. 241. ‘ her 

86 But in 1832 the King had tried the experiment of a Tory ministry. He 
refused to create enough peers to pass the Reform Bill, Grey resigned, 
and the King sent for Lyndhurst and Wellington, but the latter found it 
impossible to form a government, mainly owing to Peel’s refusal to take 
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that Grey remained.’ But Grey’s resignation was not long 
delayed. In little more than a month he too had laid down office. 

The King then sent for Viscount Melbourne, and asked him to 
open communications with Stanley, Wellington and Peel with 
a view to the formation of a coalition ministry. Melbourne, in a 
memorandum, objected to such an arrangement. ‘The King, 
nevertheless, ordered Melbourne to send the King’s memorandum 
to the others, and this he did, taking care, however, to point 
out that he did so only at the King’s command and enclosing 
copies of his own memorandum. ‘The replies were naturally 
merely formal: so formal, indeed, that the King asked for a 
further expression of views.** Peel and the Duke were prepared 
to take office if they could do so ‘‘ without conditions as to 
union with others of different political principles and party con- 
nections, and giving us full liberty to exercise our discretion 
in respect to Dissolution and public measures generally.’”’ They 
had no wish to take office, but would ‘‘ exhaust every constitu- 
tional means of ascertaining whether the country, or rather the 
constituent body, would support an administration formed upon 
Conservative principles.’’** 

It was expected that Althorp would be Prime Minister,°° 
but the King appointed Melbourne. ‘‘ He and Brougham,”’ 
remarked Greville,*’ ‘‘ are two wild chaps to have the destinies 
of this country in their hands.” 

This history of Cabinet-making between 1827 and 1834 indi- 
cates that the part of the King was comparatively small. We are 
very far from 1783. The King still chooses the ministers, but he 
must find a ministry which can work with Parliament. And he 
no longer possesses control of any substantial body of votes. 
The Admiralty influence in the seaports remains; so does other 
minor government influence. The interest of great lords is still 
of importance, even in 1834, but it is exercised for the benefit of 
the parties, not for the benefit of the King. 

This is not entirely the consequence of the growth of public 
opinion, the extension of the franchise, and the closer organisa- 
tion of parties. It is due also to the inferior intellectual capacity 
of the monarchs. George III had a will strong enough to 
impress his personality upon the policy of the country. George 


87 C. S. Parker, Life of Sir James Graham, i, p. 190. The actual expres- 
sion was ‘‘Go to Lord Grey, and tell him that I have accepted your 
resignation, provided that he does.”’ 

88 For the documents, see Memoirs of Sir Robert Peel, ii, pp. 1-13. 
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IV might hinder government by reason of his prejudices, but he 
could exercise no personal influence. William IV did his best 
to be fair. But so does many an incompetent judge. He had no 
violent prejudices, but he had no ability and no personality. 

‘This silly old gentleman,” is Greville’s usual phrase. And at 
his worst he can only call forth the question, ‘‘ What can you 
expect from a man with a head like a pineapple?’’ Loyalty sees 
royalty through rose-coloured spectacles; but even then a pine- 
apple cannot look like pure gold. 

These changes reacted on each other. The growth of public 
opinion strengthened the ministers against the King. It 
strengthened the Commons against the Lords. Public opinion 
and Whig ambitions produced the Reform Act, and gave addi- 
tional strength both to the House of Commons and to the 
ministers. The weakness of the King caused ministers to rely 
still more upon the House of Commons. The Lords lost both 
the means and the will to support the monarchy against the 
people. And so the monarchy became dependent upon the 
ministers, and the ministers more and more dependent upon 
the electorate. 

Even so, constitutional conventions had not in 1834 been 
driven to their logical conclusions. The King might still keep 
out a minister who was not too clearly supported by public 
opinion. He might still force a minister upon a weak ministry, 
as he forced Herries upon Goderich. Where two ministries were 
possible he might select the less competent, as he selected 
Goderich instead of Wellington. Where the party complexion 
of a ministry was clear, he might still exercise his personal 
choice as to who should lead it, as he chose Melbourne in 1834. 
And where public opinion was apathetic, he might still dismiss 
a minister with a majority in Parliament, provided that that 
minister did not actively oppose and there was some prospect 
of a favourable appeal to the country. For these are the prin- 
ciples which follow from the dismissal of Melbourne in 1834. 

‘‘ Dismissal ’’ is not entirely the correct word, for it is un- 
likely that if Melbourne had expressed a determination of con- 
tinuing as Prime Minister the King would have sent for the 
seals. But the fact that the matter could be left so much to 
the King’s choice, and that the King could determine whether 
Whigs or Tories should govern the country is evidence of the 
_key position in the Constitution still occupied by the monarch. 
There was a combination of circumstances, the weakness of the 
Whigs, the boredom of the Prime Minister, the divisions in 
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the Cabinet, and the growing strength of the Conservatives, 
which made the King’s choice decisive. But the fact that he 
should make that choice, and that politics were not left to 
find a balance, is of importance. 

The resignation of the Conservative section of the Cabinet 
and of Earl Grey had already weakened the Cabinet consider- 
ably when, in November 1834, the impending death of Earl 
Spencer and the consequent removal of Althorp to the Lords 
placed the Government in a position of great difficulty. Mel- 
bourne wrote to the King®?: ‘‘ The Government in its present 
form was mainly founded upon the personal weight and in- 
fluence possessed by Lord Spencer in the House of Commons, 
and upon the arrangement which placed in his hands the con- 
duct of the business of the Government in that assembly. That 
foundation is now withdrawn by the elevation of that nobleman 
to the House of Peers, and in these new and altered circum- 
stances it is for your Majesty to consider whether it is your 
pleasure to authorise Viscount Melbourne to attempt to make 
such fresh arrangements as may enable your Majesty’s present 
servants to continue to conduct the affairs of the country, or 
whether your Majesty deems it advisable to adopt any other 
course.”’ He explained that he was willing to continue his 
service, but entreated the King that no personal consideration 
for him might prevent the King from taking any measures or 
seeking any other advice which he might think more likely 
to conduce to his service and to the advantage of the country. 

On the following day, the Prime Minister had a personal 
interview with the King.°* He suggested Lord John Russell 
as leader of the Commons and Chancellor of the Exchequer. 
But “ His Majesty objected strongly to Lord John Russell; he 
stated, without reserve, his opinion that he had not the abilities 
nor the influence which qualified him for the task, and observed 
that he would make a wretched figure when opposed by Sir 
Robert Peel and Mr. Stanley.’’** He also objected to Russell 
because of his views on the Irish Church question. He would 
not consider the alternatives put forward by Melbourne, and he 
pointed out that the activities of Lord Brougham, who had just 
returned from a speech-making tour in Scotland which had no 
parallel until Gladstone’s Midlothian campaign, tended to shake 
his confidence in the administration. 

92 Memoirs of Sir Robert Peel, ii, p. 21, C. S. Parker, op. cit., p. 253. 

98 For the King’s version, see Memoirs of Baron Stockmar, i, PP. 329-3353 


for Melbourne’s version, see Melbourne Papers. 
94 Memoirs of Baron Stockmar, i, p. 329. 
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In short, the King had decided that he no longer wanted 
the Whigs, and that a Conservative government would be a 
benefit to the country.°*° He wrote, therefore, next day,** ‘“‘ he 
thinks it right to inform Lord Melbourne that His Majesty 
conceives that the general weight and consideration of the 
present Government is so much diminished in the House of 
Commons and with the country at large, as to render it impos- 
sible that they should continue to conduct the public affairs 
in the Commons, and particularly when it is considered the 
King’s confidential servants cannot derive any support from 
the House of Lords which can balance the want of success in 
the Commons. His Majesty, therefore, under this view and the 
apprehension of contingencies which the King has expressed to 
Lord Melbourne verbally, does not think it would be acting 
fairly or honourably by his Lordship to call upon the Viscount 
for the continuance of his services in a position of which the 
tenure appears to the King so precarious.”’ ‘‘ Regularly kicked 
out,’ was Greville’s comment.** Lord Brougham swore that 
they were turned out.** It was something less than that, but it 
shows the King exercising an independence of judgment which 
would not have been possible since.*® On the other hand, the 
Constitution had altered considerably since George III, in effect, 
dismissed Fox. The King nominally based his acts on the 
incapacity of the Government to continue—an incapacity which, 
as events proved, did not exist. He thought that, weakened by 
the loss of Lord Althorp, they would lose the confidence of the 
House and of the country. No doubt other considerations 
induced him to adopt that conclusion, but it is significant that he 
defended his act on those grounds. To dismiss a minister because 
he can no longer control the House of Commons is to accept the 
convention that the support of that House is the prime neces- 
sity of a ministry. If it be remembered ‘that the help which 
the King personally could give a minority government in the 
country was small indeed, we reach the conclusion that only a 
belief in a genuine change of public opinion could justify a 


95 Peel is reported to have said that, “it was obvious that His Majesty’s 
case was a bad one ’’: Croker Papers, ii, p. 165. 

96 Memoirs of Sir Robert Peel, ii, p. 22. 
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98 According to the Duke of Wellington, C. S. Parker, op. cit., p. 255. 

99 The King’s own view was not far short of Brougham’s. In a letter 
to Peel he said: ‘‘ The last change of Administration was his own imme- 
diate and exclusive act. He removed Ministers whom he considered no 
longer capable of carrying on the business of the country with advantage, 
and he called to his councils others whom he considered deserving of his 
confidence’: C. S. Parker, op. cit., ii, p. 288. 
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dismissal of a government in 1834. That the King had not 
understood this is clear from his reference to balancing support 
in the House of Lords: but in his blind unimaginative way he 
was being led to conclusions which a clearer mind might have 
deliberately adopted. The General Election showed that the 
Government had indeed lost popular support, though they were 
still in a majority. And after Lord John Russell had given the 
Conservatives what he called a ‘‘fair trial’? the King had to 
receive the Whigs once more. He had been able to dismiss his 
ministers only because, except Brougham, they acquiesced. He 
acted ostensibly because they had lost their support in the 
House. He accepted them again as ministers as soon as the 
electorate and the House of Commons had pronounced in their 
favour. We are a long way from 1783. 

Very significant also is Peel’s admission that he had tech- 
nically become responsible for the King’s act by accepting 
office.1°° ‘The King could dismiss his ministers only because he 
could find an alternative government, and an alternative govern- 
ment was possible only so long as the House of Commons was 
prepared to support it. It was not long before the Prince 
Consort had laid down for him the ‘‘ great axiom ”’ that “‘ the 
Crown supports frankly, honourably, and with all its might, 
the Ministry of the time, whatevér it be, so long as it commands 
a majority, and governs with integrity for the welfare and 
advancement of the country.’’*°* These were the Queen’s prin- 
ciples, forgotten only when Gladstone tried at last to give 
Ireland Home Rule.’°? 

The power of determining the composition of ministries and 
the power of dismissing ministers are not the only relics of the 
eighteenth century in the position of the monarch at the acces- 
sion of the Queen. One of the essential requisites of successful 
government was the ‘‘ confidence ’’ of the monarch. This, no 
doubt, was a survival from the time when royal patronage and 
royal favour enabled candidates to secure votes and enabled 
the ministry to secure seats by keeping the support of owners 


100 «“ As I should by my acceptance of the office of First Minister become 
technically, if not morally, responsible for the dissolution of the preceding 
Government, though I had not the remotest concern in it, I did not at once, 
upon the hurried statement which was sent to me of the circumstances 
connected with it, pledge myself to the acceptance of office’? : Memoirs of 
Sir Robert Peel, ii, p. 31. The Duke of Wellington thought otherwise : ‘“ I 
don’t think that we are at all responsible for his quarrel with them; it was 
an affair quite settled when he sent for me’: ibid., p. 23. 


101 'T. Martin, Life of the Prince Consort, i, p. 110. The “ great axiom ” 
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of boroughs and other persons possessing ‘“‘ influence.’”? But it 
persisted long after the Reform Act, while “‘ influence’ was 
becoming of less and less importance. 

The defeat of the Coalition in 1783 had been due to the King’s 
notice, sent through Earl Temple, that anyone who voted for 
Fox’s India Bill was not only not his friend, but would be 
regarded by him as his enemy.’ He had refused to grant 
peerages recommended by the Coalition; one of his first acts 
when Pitt became Prime Minister was to show his confidence 
in him by creating peers on his recommendation.! 

George IV believed, and it was a belief common to both 
political parties, that merely by sending for the Foxites, he 
could change the political complexion of the Government. ‘The 
accession of William IV was held to give strength to the Whigs. 
Melbourne’s failing ministry was bolstered up by the accession 
of the young Queen.*** The King of the Belgians said that she 
was the only one of the whole family, except the Duke of 
Sussex, who would keep them in office ; consequently, they were 
bound to serve her with sincerity and attachment.’ Even 
before her accession she had real confidence in Melbourne, and 
after the accession, ‘‘I invite my Premier generally once a 
week to dinner as I think it right to show publicly that I esteem 
him and have confidence in him, as he has behaved so well.’’**” 

Nor was this a strange fancy of a young lady whose head 
was slightly turned by her sudden accession to great office. It 
was less than three years since William IV had written to 
Peel’®* ‘‘ His Majesty considers that the confidence, the counten- 
ance, and the support of the Sovereign are indispensable to the 
existence and the maintenance of the Government, so long as 
the Constitution of the country is monarchial; and he can confi- 
dently appeal to all those whom he has called to his councils 
since Providence has placed him on the throne, whether he 
has not uniformly made this the rule of his conduct.’’ Moreover, 
the whole dispute between the Queen and Peel about the Ladies 
of the Household—what is known as the ‘‘ Bedchamber Plot ” 
was due to Peel’s belief that he must have public evidence 
of the Queen’s support in the difficult position in which he was 
placed. 


103 T, EB. May, Constitutional History (sth edn.), i, p. 68. 
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The circumstances in 1839, when the Queen’s insistence upon 
retaining her Whig ladies resulted in Peel’s refusal to form 
a Government, were rather peculiar. Thus, both the dismissal 
of Melbourne and the Bedchamber Plot were due to their special 
circumstances. Neither would have been possible in the absence 
of those circumstances. They are extreme cases; but extreme 
cases always illustrate rules far better than the ordinary events 
of. life. In May, 1839, the Government was beaten on the 
Jamaica Bill, and at once resigned. Melbourne, without being 
asked,'°® advised the Queen to send for the Duke of Wellington, 
and if he should refuse, for Sir Robert Peel. ‘‘ With respect 
both to measures and appointments,’’ he said,**® ‘‘ your Majesty 
should place the fullest confidence in those to whom you entrust 
the management of affairs, exercising at the same time, and fully 
expressing, your own judgment upon both.’? Her confidence, it 
will be seen, was necessary, but she must place her confidence 
in the men whom a Parliamentary vote indicates as the neces- 
sary successors to her ministers. Wellington refused to form 
a Government, and advised her to send for Peel. The Conserva- 
tives were in a decided minority. ‘The Government had been 
defeated only because the Radicals and some of the Whigs 
had voted against the Jamaica Bill. Their power in the country 
had been rapidly growing, but it was unlikely that a General 
Election would give them a majority.**7 On the other hand, 
it would be possible for the Whigs to carry on the Government, 
provided that they were neither too Radical to alienate their 
extreme right, nor too conservative to alienate the Radicals. 
These facts are essential to a consideration of the Queen’s and 
Peel’s actions in the Bedchamber Plot. 

Peel undertook to form a Government and summoned a meet- 
ing of his principal supporters. Among other matters, the 
question of Household appointments was discussed and Peel 
explained’” that ‘‘ I should express an opinion to Her Majesty 
that it was indispensable to my success that I should have that 


109 Contrast Gladstone’s resignation in 1894. If he had been asked he 
would have recommended Lord Spencer: but he was not asked: Morley, 
Life of Gladstone, iii, p. 512. The circumstances were, of course, very dis- 
similar. In the one case there was an inexperienced Queen and a paternal 
Prime Minister who had instructed her, with the help of Leopold, in the 
working of the Constitution; in the other a Queen of fifty-seven years’ 
experience and a Prime Minister whom she had come to dislike and distrust. 
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proof of Her Majesty’s support and confidence which would be 
implied by a change in those offices of the Household which 
were of a political character, and held by members of either 
House of Parliament.’” He would not propose any change for 
the ladies in subordinate posts, referring particularly to the 
Maids of Honour and the Women of the Bedchamber. ‘‘ With 
respect to the higher appointments, I stated my impression to 
be that those ladies who were the immediate relatives of members 
of the late Government, or of persons taking a very prominent 
part in politics opposed to mine, would in all probability resign. 
That I should certainly feel it my duty to submit to Her Majesty 
that it would impair the efficiency and stability of the Govern- 
ment in public opinion, if they did not relinquish their situa- 
tions.’ He had already mentioned the subject to the Queen; 
while discussing the question of dissolution he said’!* that ‘‘ he 
felt the task arduous, and that he would require me’* to demon- 
strate (a certain degree, if any I can feel) confidence in the 
Government, and that my Household would be one of the marks 
of that.”’ Melbourne, however, urged the Queen to be firm 
in the matter of the Household, but if Peel would not give way 
not to stand in the way of the formation of the Government. 
“ Everything is to be done and to be endured rather than run 
the risk of getting into the situation in which they are in France, 
of no party being able to form a Government and conduct the 
affairs of the country.’’’’’ But in a later letter of the same date 
Melbourne quoted the precedents as to the King’s Household, 
and said that ‘‘ if Sir Robert Peel presses for the dismissal of 
those of your Household who are not in Parliament, you (sic) 
may observe that in so doing he is pressing your Majesty more 
hardly than any Minister ever pressed a Sovereign before.’’'”* 

Peel, however, insisted, and the Queen refused. ‘“‘I was 
calm but very decided, and I think you would have been 
pleased to see my composure and great firmness; the Queen of 
England will not submit to such trickery,’’’’’ said this 
‘“‘ haughty little lady ’’* of twenty. Peel and his colleagues 
agreed that, with the probability of being beaten on the first 
night about the Speaker and beginning with a minority in the 
Commons, they could not go on unless there was some demon- 
stration of the Queen’s confidence, and there could be no such 
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demonstration if the Queen retained all her Ladies.1*® Mel- 
bourne’s Cabinet was summoned and advised her to refuse finally 
to dismiss her Ladies. A Cabinet Minute supporting the Queen’s 
act was drawn up and part of it read to the House of Commons. 

It was, of course, unconstitutional for Melbourne to give advice 
to the Queen after she had commissioned Peel to form a Govern- 
ment. It was still more unconstitutional for the old Cabinet 
to meet and formally to advise the Queen to resist Peel’s 
demands. On the other hand, when she had finally refused 
Peel’s request it was constitutional for the Cabinet to approve 
her action, since it has always been understood that by taking 
office the Cabinet assumes responsibility for the monarch’s acts 
in accepting the resignation of the previous Cabinet and in tak- 
ing steps to form a new one. But what is of more immediate 
interest is Peel’s insistence on some mark of the Queen’s con- 
fidence. ‘The modern view that the Cabinet governs and the 
monarch advises had not yet definitely received acceptance. It 
was still considered that a policy could not be forwarded unless 
_ the monarch agreed with it. The Cabinet could not advise a 
Sovereign who was not favourably inclined to them—who had 
not confidence in them. And since the monarchs had formerly 
had large support in Parliament and in the country it was con- 
sidered necessary that that confidence should be shown publicly. 
The Reform Act and the strengthening of the party system had 
made this point of view antiquated. ‘The force of circumstances 
would make a change of convention imperative. But it was not 
yet realised how altered the Constitution was. And constitutional 
conventions depend not upon facts as they exist, but upon facts 
as they are assumed to exist. The rules live on long after the 
reasons which gave them birth have disappeared. ‘‘ The gene- 
rality of men,’’ said Burke, ‘‘ are fifty years behindhand in 
their politicks.”’ 

Indeed, not only was this insistence on “‘ confidence ”’ politi- 
cally unnecessary in 1839, but also the Queen could not have 
held out but for the peculiar circumstance of Peel’s being a 
minority Government and Melbourne being prepared to carry on. 
The Queen was entirely dependent on the House of Commons. If 
Peel had had a majority he could have insisted on anything. 
Melbourne had given the correct advice—snbject, of course, 
to the qualification that no advice at all would have been more 
correct—in the first place. And when he no longer had a 
majority in 1841 he put the matter very strongly. In his Memo- 
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randum'® he advised the Queen to say that her late ministers 
had possessed her confidence, but that she parted with them in 
deference to the opinion of Parliament. That she had recourse 
to Peel because his party constituted the majority in both 
Houses. If there was any difficulty about the Ladies it should 
be reserved for consideration. ‘ But it is of great importance 
that Sir Robert Peel should return to London with full power 
to form an Administration. Such must be the final result, and 
the more readily and graciously it is acquiesced the better. Your 
Majesty must take care not to be driven to the wall, and to be 
put into a situation in which it is necessary to say Aye or No. 
No positive objection should be taken either to men or measures. 
It must be recollected that at the time of the negotiation in 1839 
Lord Melbourne and Lord John Russell were still at the head 
of a majority in the House of Commons. This is not the case 
now.”’ 

“No positive objection should be taken either to men or 
measures.’’ Everything depends upon a Parliamentary majority. 
It was the advice of Stockmar to the Prince.**? With Melbourne 
giving this view of the Constitution on the one side, and the 
Prince giving the same view on the other, the Queen could not 
but believe it to be the truth—which, indeed, it was. The Queen 
of England must put up with any trickery which does not give 
her cause to appeal to Parliament or to the people. She had 
learned that the Cabinet must govern. Sixty years later the 
Queen excused herself: ‘‘ I was very young then, and perhaps 
I should act differently, if it was all to be done again.’” 


VI 


The fundamental change between 1700 and 1837 was the 
growth of a public opinion outside the ‘‘ landed interest.” It 
was the opinion of the new—or enlarged—middle class created 
by the growth of trade and the rise of industry. ‘The later 
stages of the Industrial Revolution collected men into towns. 
Proximity of habitation, community of interest, and the stimu- 
lus of a new environment produced a revived political thought. 
The conditions which created the working-class movement 
which went underground after the collapse of the Chartist Move- 
ment created also the middle-class movement which gave the 
_jmpetus to the Whigs to pass the Reform Bill and the measures 
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which followed it. ‘The middle-class movement created a middle- 
class Constitution under a middle-class Queen. 

From the accession of George III to the accession of Victoria 
we can trace the growing influence of this-new public opinion 
upon the policy of the country and the method of its administra- 
tion. With it came the dependence of the members upon the 
electorate, the dependence of ministers on the House of 
Commons, the dependence of the House of Commons ypon 
ministers with a power of dissolution, the dependence of 
the monarch upon the ministers. With it came also the decadence 
of the House of Lords. It was the only part of the Constitutional 
machinery which could not be fitted in the new system. By 
asserting its authority at inconvenient times it retained its 
functions unimpaired for nearly ninety years. Melbourne fought 
it and lost; Gladstone fought it and lost. But for its incredible 
folly in attacking a Radical Government too soon after the 
Liberals’ greatest triumph, Asquith would have fought it and 
lost. The House of Lords was in 1837 the one defect in the 
machinery. Otherwise the Constitution was adapting itself to 
the new conditions. Public opinion, as yet an incoherent, un- 
organised public opinion, was supplying the motive force for the 
constitution. Institutions—except the House of Lords—were 
changing their characters to suit the new power. The House of 
Commons was developing a strict party organisation, the Cabinet 
was governing the country, the monarch was advising, warning, 
admonishing, and obeying. 
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Marginal Productivity and the 
Principle of Variation 
By J. R. Hicxs 


THE various modern versions of the marginal productivity 
theory are mainly the result of a short period of intense interest 
in the subject at the close of the last century. During a few 
years (1889-96), Clark, Marshall, Wicksteed, Wicksell, Walras, 
Barone and Pareto all wrote about it, each of them propounding 
original and individually significant views. It might have been 
thought that after all this attention, the status of the theory 
would at the end have been firmly established. But this was 
not the case; serious differences remained unsettled. J. B. 
Clark, for instance, believed without question that the marginal 
productivity formula gives a completely satisfactory explanation 
of the distribution of the Dividend under conditions of static 
equilibrium ; and in this he was followed by others, such as 
Wicksteed and Wicksell, whose conceptions of the methods 
of economic analysis differed profoundly from his own. At 
the other extreme stood Pareto, convinced that the marginal 
productivity formula is an over-simplification of reality, and 
desirous of replacing it by another, even more complicated and 
unwieldy, into which marginal productivity would fit as a 
special case.* Marshall, it is fairly clear, stood between these 
extremes, though inclining to the same side as Pareto. While 
never convinced that the marginal productivity formula is 
satisfactory, he seems to have doubted, at least in later years, 
whether the ground of his opposition was sufficiently important 
to deserve much insistence.’ 

For a long time the division persisted without causing much 
trouble; but of recent years there has been a revival of interest. 
Partly this has been due to Professor Cassel’s Theory of Social 
Economy, through which the ideas of Pareto and Walras have 
become more accessible to the non-mathematical reader. The 
elaborate but rather inconclusive study of Dr. Valk (The Prin- 


1 Pareto, Cours, Vol. Il, pp. 82 sqq.; Manuel, p. 631. 
2 Marshall, Principles, Bk. VI, ch. 1. Cf. 1st edition, Bk. VII, chs: 


79 


80 ECONOMICA [FEBRUARY 


ciples of Wages) is evidently inspired by Cassel; while Dr. 
Valk in his turn has awakened the interest of Mr. D. H. 
Robertson.* On the other hand, Mr. Schultz, of Chicago, has 
evidently felt the direct thrill of Pareto’s mathematical magic. 
The arguments he advances are Pareto’s arguments, adopted 
with scarcely any modification. None of these discussions 
seem to me to be wholly satisfactory; for although I am in 
complete agreement with Mr. Robertson in holding that there 
is some sense in which the pure marginal productivity theory 
is altogether true, I cannot feel altogether convinced that even 
he has finally elucidated precisely what that sense is. And 
until we have done so, we cannot expect to convince the 
opposition. 
A further inquiry may thus perhaps be excused. 


if 


The particular point on which the critics of marginal produc- 
tivity have always fastened is the assumed generality of the 
Principle of Variation—to use the term employed by Mr. 
Robertson. How far is it justifiable to assume that a change 
in economic conditions will bring about a change in the quan- 
tities of the factors of production which are used to make a 
unit of any product? The marginal productivity theory assumes 
that a change in the relative prices of the factors will always 
be followed by some change in the quantities of the factors 
employed, that is to say, it assumes that technical methods 
are freely variable. For if that is not the case, it will be 

impossible to reorganise a business effectively with one unit 
less of one factor, but with the same quantity of the others. 
The removal of a unit of one factor will not only mean that 
the other factors are used less advantageously—that is granted 
in any case—but that a portion of, the supply of the other 
factors becomes completely useless. If the price of a machine 
falls, while the price of the labour used to operate the machine 
remains the same, it will clearly be to the interest of the 
entrepreneur who employs both to use more machines and 
relatively less labour. It will be to his interest, but it does 
not follow that he can do it. For if the machines are made 
in such a way that they require one workman, and only one, 
to run them, no change in relative prices can lead to a change 


8 See his essay ‘‘ Wage-Grumbles ”? (published in Economic Fragments) 
particularly pp. 46-52. 


4G. F. Schultz, ‘“ Marginal Productivity and the Pricing Process” . 


(Journal of Political Economy, December 1928). 
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in the proportions of labour and machinery that are used; for 
the proportions are fixed by technique. 

If we have to use the marginal productivity theory in such 
a way that this objection is important, then its consequences 
are most serious. If the proportions are fixed, then an extra 
unit of one factor, unaccompanied by an increase in the other, 
will yield precisely no addition to the total product. On the 
other hand, the withdrawal of one unit will lead to a far greater 
diminution in the product than can fairly be attributed to 
that unit alone, since its removal would put corresponding 
units of the other factors out of action. If all the factors were 
paid according to their marginal products calculated in this 
second manner, their total pay would undoubtedly be far in 
excess of the value of the goods they produced. Which is 
absurd. 

In fact, where the proportions are fixed, the zero difference 
got by adding one unit, and the large difference got by sub- 
tracting one unit of the factor, give us upper and lower limits 
within which the return to the factor must lie. In the extreme 
case, where the quantities of all the factors required to give a 
unit of the product—the “‘ coefficients of production ’’ as Walras 
called them—are given by technical facts, marginal productivity 
breaks down completely. For the lower limit to the wages 
which can be paid is zero; and the upper limit is the total 
incomings of the enterprise. And to know that the total wage- 
bill must lie between these limits we do not need to have 
recourse to elaborate analysis! 

But even in this extreme case, even when no variation is 
possible and all the coefficients of production are constant, it 
is still not true that the returns to the factors are indeterminate, 
and that the mechanism of adjustment breaks down. For many 
of the factors, particularly capital, can be used in many different 
businesses and different industries, and if its earnings in one 
are lower than they are in others, it will move. Even if we 
are sceptical about the general validity of the Principle of 
Variation, we can still fall back on the ‘‘ net productivity ”’ 
analysis of Marshall or on the corresponding formula of Walras. 

The wages of labour, according to Marshall, must tend to 
equal the ‘‘net product of a man’s labour ’’—“‘ the value of 
the produce which he takes part in producing after deducting 
all the other expenses of producing it.’’’ If wages rise above 
this level, costs of production will exceed selling prices, or, in 


5 Principles of Economics, 1st edition, p. 548. 
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other words, the return to capital in that industry will become 
less than is offered for it in other industries, so that it will 
tend to move elsewhere. Since the proportion of capital to 
labour in each industry is fixed, the withdrawal of capital 
must mean unemployment. 

Mr. Robertson, while recognising that this holds true of a 
particular industry, seems to find some difficulty in seeing that 
the same process will suffice to maintain equilibrium throughout 
industry as a whole. His difficulty emerges most clearly in his 
discussion of Walras, but it is fundamentaHy responsible for 
his criticisms of Marshall as well. Commenting on the Walras- 
Cassel argument, he says, ‘‘ The method consists in building 
up a series of equations in which the total supply of each factor, 
and the technical combinations of factors required to make each 
product, are taken as given. The demand function for each pro- 
duct being also given, it is shown that the price of each factor, and 
of each product, is unequivocally determined. But how can the 
first two things both be taken as given? If each of ten industries 
requires the use of ten units of labour to every unit of capital, 
and if there exist 100 units of labour and Ioo units of capital, 
what is to happen?’’ Now, of course, it must be admitted 
that in this special case the theory breaks down—or rather, 
since capital is present in such complete superfluity, it must 
become a free good, and its price fall to zero. But in practice, 
it is surely most unreasonable to assume that the proportions 
of capital to labour are the same in all industries. It is absurdly 
contrary to fact, so that it was perfectly reasonable of Walras 
and his followers to take the case of different proportions to 
be typical. 

Once we abandon the assumption of identical proportions, 
it becomes possible to fit into the system any amounts of the 
factors we please to take. If the supply of one factor increases, 
that will mean a proportionately greater development of those 
industries which use relatively large quantities of that factor, 
and perhaps a contraction of the industries which use relatively 
less. 

And the possibility of precisely the same adjustment is 
sufficient to maintain an industrial system in determinate 
equilibrium. Suppose wages rise—say all wages by the same 
proportion—then the returns to the other factors will be 
diminished. But since some industries use more labour than 
others, the returns to the other factors will not fall in the 
same proportion in different industries. There will thus be 
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an incentive for these other factors to move, capital, for 
instance, moving out of the less capitalistic into the more 
capitalistic industries. In the less capitalistic industries there 
will be unemployment; in the more capitalistic industries 
there will be an expansion of the demand for labour. But 
since in the more capitalistic industries the amount of labour 
needed to use a given quantity of capital is less than it is in 
the rest, the transferred capital in its new position absorbs 
into employment less labour than had been thrown out by its 
withdrawal. There is net unemployment. 

Similarly, a fall in wages will lead to a transference of the 
other factors in the opposite direction, and a rise in the demand 
for labour. 

Thus it is not necessary to assume, as Mr. Robertson seems 
to imagine, that a decline in the reward of capital will lead 
to a diminution of its supply, in order for the “‘ net produc- 
tivity ’’ analysis to be perfectly valid. A rise in wages above 
the equilibrium level will lead to unemployment, through the 
transference of other resources between 7 even if no 
other route is open. 

The ‘‘ net productivity ’’ analysis remains valid, on the other 
hand, even if we do admit the principle of Variation. It is 
still true that a system will not be in equilibrium, if any 
advantage is to be gained by transferring resources between 
industries ; so that wages must equal the net product of labour. 
But in this case they must also equal the marginal product; 
the net product and the marginal product must be equal in 
a state of equilibrium. 


Il 


Having, we may hope, established that the method by which 
Pareto and Marshall sought to ‘‘ eke out’’ marginal produc- 
tivity is a perfectly valid one, it now remains for us to examine 
directly their criticisms of the Clarkian form of that doctrine. 
In the case of Marshall, we are dealing with one of the vaguer 
and more slippery parts of his work, so that it is not easy to 
be quite certain what his difficulties were. But Pareto was 
never vague; we have to face up to Pareto. 

The mathematical method, of which Pareto was so great a 
master, is an almost perfect safeguard against mistaken 
inference; if a conclusion is wrong, the fault is likely to lie in 
the premises. And the thing which, I wish to suggest, Pareto 
had overlooked, does lie deep in his premises; it is a funda- 
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mental weakness of that great analytical tool which he wielded 
so skilfully. With the arrogance which (now that he is safely 
dead) is one of his more pleasing characteristics, Pareto 
believed that he had found in his equations the one perfect 
method of economic analysis, besides whose results all the 
doctrines of ‘‘ literary economists’? were mere fragments of 
knowledge. It was a great claim; and on many counts it is 
justified. But to hope that from any single line of approach, 
all the facets of economic life would be equally illumined, was 
probably to indulge a vain illusion. 

It is one of the great atranta ges of the eae analysis, 
that in it the ‘‘ individualistic’? method, which has been 
described by Dr. Hayek as one of the greatest assets of neo- 
classical economics,® is carried to its most complete fulfilment. 
It is the object of Walras’ and Pareto’s equations, to determine 
that system of prices which can exist in an economic system 
(with given population, given tastes, given abilities, given 
knowledge and given stocks of capital and land), without any 
single individual, as consumer or labourer or capitalist or entre- 
preneur, having any incentive whatever to do anything else 
than go on doing what he has done in the past. And the way 
by which these conditions are reduced to a system of equations, 
is by taking each individual, one by one, and finding what he 
will prefer to do at any given set of prices. And if a system 
of prices can be found at which the preferences of all the 
individuals in the community are consistent, the community 
is in equilibrium at those prices. If anyone had an incentive 
to change his conduct, that change would change prices and 
so upset the whole equilibrium. But at the equilibrium system 
of prices, no one has any incentive to change, and so the 
equilibrium can go on. It is proved that such an equilibrium 
can be found. 

The particular conditions which inferest us at present are 
those which concern the entrepreneurs. Each entrepreneur 
has a choice of different methods by which to make his product, 
each method using different quantities of the factors of produc- 
tion. In order to be in equilibrium, he must choose that method 
which makes his unit cost of production a minimum. For if 
he does not do so, he can move to a preferred position by 
changing his methods, and so increasing his profits. 

Now if the Principle of Variation is accepted, this condition 
of minimum cost of production results in marginal productivity. 


6 Prices and Production, p. 4. 
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For if the price of any factor exceeds the value of its marginal 
product, unit costs of production can be decreased by using less 
of it; in the reverse case, unit costs of production can be 
decreased by using more. But we are now in a position to see 
why Pareto had difficulty in accepting the Principle of Varia- 
tion. In hardly any modern industry does an entrepreneur 
buy only the factors of production, land, labour and capital; 
in nearly every industry a considerable portion of his expendi- 
ture goes on “‘intermediate products,’? raw materials and 
plant, the products of other industries. Now so long as we 
fx our eyes on one entrepreneur only—and that is all, that, 
according to the strictness of the Lausanne method, we are 
allowed to do—the only possible change which that entrepreneur 
can make, is to buy more or less of the particular kinds of 
plant, machines and raw materials, which are for sale on the 
market. He is definitely limited to these kinds of goods, those 
which are already being produced, and these goods, under 
modern conditions, are likely to consist, to a large extent, of 
specialised articles made for a specialised use, which require 
a given amount of other factors to be used with them. If the 
amounts of co-operating factors can be changed at all, it is 
only within narrow limits. An entrepreneur, working under 
Pareto’s limitations, is faced to a considerable extent with 
fixed proportions, and therefore he cannot alter his methods 
to such a point as would achieve that ideal of minimum cost, 
where the prices of the factors equal their marginal products. 

But these limitations are set, not by the circumstances of 
reality, nor by the fundamental economic advantages of Pareto’s 
system, but by mere assumption that the only goods with which 
the market need be concerned are those goods which are actually 
being produced, and which have definite known prices. This 
assumption is introduced for mathematical convenience, and 
on it, indeed, the whole mathematical edifice rests, but it has 
absolutely no economic significance. Once it is dropped, 
Pareto’s objection to marginal productivity falls flat. 

It is perfectly possible to conceive of a community in which 
all Pareto’s. equations are satisfied, but which is not in 
equilibrium. For so long as the » commodities which are being 
produced are arbitrarily chosen commodities, each individual 
may have reached his preferred position within that charmed 
circle, but he may still have an incentive to move outside it. 
And in the case we have just been considering, where each 
entrepreneur has reached his position of minimum cost within 
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the limits set by an arbitrarily restricted list of possible com- 
modities, but where the prices of the factors of production are 
not given by their marginal products, there would be an 
incentive to change. It would be possible for the machine- 
makers (say), or generally the entrepreneurs in earlier 
(‘higher ’’) stages of production, to modify slightly the 
character of the goods they produce, so as to meet the needs 
of their customers more exactly. By so doing, it would be 
possible for them to sell their new goods at a price which would 
yield them a greater profit than they had earned before; while 
on the other hand their customers would be better satisfied, 
for they in their turn would also earn larger profits. 

To look at the matter another way. Pareto’s arguments do 
not suggest” that he would have denied that the pure marginal 
productivity doctrine holds good in one particular case—when 
all the industries are perfectly ‘‘ integrated,’’ so that there are 
no intermediate products, but each entrepreneur hires only the 
services of the true factors of production, land, labour and 
money capital. In this case the only technical limitations on 
the change of methods would arise from sheer ignorance of 
different methods to pursue; and in these days, at least, we 
surely need not have so low an opinion of man’s devising 
ability as to deny that, sooner or later, he would find means 
of reducing his costs to the lowest possible level. And that 
is all that the equilibrium doctrine assumes. 

If the marginal productivity doctrine would work with 
integrated industries, is there any reason, other than the formal 
convenience of a particular method of analysis, to deny that it 
would work where the industries are differentiated into stages? 
Surely not. 


Ill 

I believe the foregoing to be an answer to Pareto’s objections 
against marginal productivity, but it has evidently little to do 
with Marshall’s difficulties. The indications seem to be that 
Marshall was chiefly troubled by the durability of material 
equipment, and its consequence, that the variation in methods 
brought about by a change in factor-prices, may be a very long- 
run affair. In the first edition of the Principles, the only 


_” Apart from an odd passage in the Cours (p. 85) when he suggests that a 
silk factory requires a fixed amount of land, and would get no advantage 
from an increased supply, unaccompanied by an increase in the other 


factors. This is merely silly. There is nothing corresponding to it in the 
Manuel, 
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paragraph in which he discusses true marginal productivity 
poses the case of an employer who is “in doubt whether he 
has enough labour to turn his stock, machinery and other trade 
appliances to good account’; and although in later editions, 
the extraordinary confusion between net productivity and 
marginal productivity (quite clearly distinguished in the first 
edition) makes it extremely difficult to see what is meant by 
words which are evidently the fruits of separate and un- 
co-ordinated layers of Marshall’s development, the probability 
seems to be that he had not profoundly modified his attitude 
to the problem. If we do not allow the entrepreneur time to 
replace his equipment, the old difficulty of fixed proportions 
is absolutely unescapable. Marginal productivity does leave 
a considerable range of indeterminateness, and is therefore 
wholly unsatisfactory as the main part of a theory of distribu- 
tion. 

Marshall’s refusal to look ahead to the replacement of material 
equipment, sprang no doubt partly from his well-known dislike 
of the rigours of static analysis, but partly, one cannot doubt, 
because he was trying to impose upon the theory more weight 
than it will carry. For Marshall, it is true, marginal produc- 
tivity (and net productivity, for that matter) is a case of normal 
value; but in the case of a price which is notoriously sticky, 
the difference between market and normal value did not appear 
significant. It is hard to resist the conclusion that Marshall 
was seeking a formula which would, generally at any rate, 
express the level of the wages which are really paid to particular 
men at particular times; and his obscurity arises from the 
fact that no amount of juggling with marginal productivity and 
net productivity would give him such a formula. But is not 
the reason for this that he was going too fast? ‘To have 
dallied a little longer in the realm of abstractions might have 
meant greater sureness and greater concreteness in the end. 

If we accept the view, which it has been the business of these 
pages to justify, that the marginal productivity proposition is 
a necessary condition of static equilibrium, then that in itself 
only gets us a little way towards a theory of wages. But it 
is a necessary prolegomenon to such a theory. It does sum- 
marise in a single convenient expression the complex causes 
‘which slowly mould the level of wages, and the prices of other 
factors of production. It is not true that a man’s wage must 
always equal his marginal product, but if it does not, there 
is a danger of certain things happening. If his wage is below 
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his marginal product, other employers will have an incentive 
to attract him away by offering him higher pay. They may 
desire to take him on so as to put him in the place of another 
man who was costing more; or because they are reorganising 
their businesses, and can thus put him in the place of some 
other more expensive factor; or because they are expanding 
their businesses. ‘The-statement that his wage is less than 
his marginal product means simply that these things can be 
done profitably. Similarly, if his wage is more than his 
marginal product, his own employer has an incentive to dismiss 
him. ‘This may take place because it is cheaper to use some 
other method of production, which dispenses with his services ; 
or because the whole business in which he works ceases to pay.* 
But dismissal may not be feasible at once; it may have to wait 
until machinery comes to be replaced; yet an incentive to 
dismissal exists, and again that is what is meant by the 
marginal productivity proposition. Stated in these terms, the 
theory seems both simple and impossible to controvert. It is 
an absolutely necessary foundation for sound economic reason- 
ing about wages. 

8 The contraction of the demand for labour because of substitution and the 
contraction which arises from the contraction of businesses are most 
properly distinguished by Mr. Robertson; but one must question the neces- 
sity of the extraordinary terminology which he uses. ‘“‘ An artificial raising 
of the rate of wages ”’ produces ‘“‘ two analytically separable reactions. The 
first is a movement along the existing curve—a reduction in the numbers 
employed up to a point at which the product of the marginal man equals the 
artificial wage. The second is a cumulative lowering of the curve, caused 
by the decline in profits and the consequent check to the supply of capital 
and enterprise’ (op. cit., p. 49). It must certainly be granted that the 
second tendency will take time to work out its full effect (although surely 
so will the first). But why describe a price-movement as shifting the curve, 
which is surely a simple expression of the relation between the price and 
the amount bought? After all, just the same thing takes place with com- 
modity demand. I buy less foreign vegetables if a tariff is imposed, partly 
because the English variety is now relatively more advantageous, and partly 
because I cannot afford the higher price demanded. If we are to say that 
the raising of a price shifts the demand curwe, we had better abandon all 


hope of teaching elementary economics. What do they mean by curves 
at Cambridge? 
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The Political Aspect of Discrimination 
in International Economic Relations 


By S. H. BaiLey 


A. THE Practice oF DISCRIMINATION. 


THE right of the national community to regulate for itself its 
economic system, and to determine independently the composi- 
tion of its population, subject to limitations accepted in treaties 
and agreements, is universally recognised by international 
lawyers. Indeed, as soon as the national community passed 
out of a primitive parochial economy and developed a rudi- 
mentary economic activity beyond the national borders, a 
government has always claimed and exercised the right to 
take whatever action is best calculated to benefit or protect the 
general and particular interests of the state or contribute to 
its economic and political power.’ For national economic policy 
has almost always accepted the competitive basis upon which 
the general relations of states are presumed to rest. In the 
exercise of this domestic right, states have had recourse to 
a practice which perhaps more than any other has disturbed 
the tranquillity of international economic relations—the practice 
of discrimination. 

The history of international economic relations could with 
tolerable accuracy be summarised in a survey of the develop- 
ment of this practice. The survey, however, must be left to 
the economic historian—in any case it les beyond the scope 
of this paper. In England, economic policy has been interpreted 
as frankly and popularly discriminatory in the interests of the 
national economy as early as the time of Edward IV and 
throughout the Tudor period.? But the periods of greatest 

1 The almost inevitable reference to be found in one form or another in 
official declarations on general or specific issues of economic policy to the 
national economic power, supremacy, development or security sufficiently 


indicates the assumption of this duty by governments in a competitive 


society of states. , 
2See H. Hall: A History of the Custom-Revenue in England, 1891, 
Chapter II, for an excellent account of these tendencies, His statement 
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development undoubtedly coincide with the last quarter of the 
nineteenth century and the first decade after the Great War. 

In contemporary economic relations two principal types of 
discrimination are commonly distinguished — general and 
specific—to which it is convenient to add a third—discrimina- 
tion in colonial and overseas areas. 


General Discrimination. 


The practice of according the national agencies of production, 
distribution and transport and the products+both goods and 
services—of the national economic system a more favourable 
treatment than that granted to all similar foreign agencies and 
products, has been almost universally adopted. This may 
involve the grant of favours withheld from all similar foreign 
agencies or products as in the system of direct and indirect 
subsidies, or the imposition of disabilities upon foreign agencies 
and products from which the national agencies and products 
are exempt as in the tariff system. 


Specific Discrimination. 


Discrimination, however, may take a more specific form. 
The state, in the exercise of its claim to regulate unilaterally 
the national economic system and the composition of the national 
population, may decide that in the public interest favours or 
exemptions already granted to nationals shall be extended to 
the national agencies, products or subjects of one or more 
foreign states but not to all. For example, the grant of 
“national treatment ’’ to the shipping of one or more foreign 
states in national ports with or without the condition of 
reciprocity, or of preferential treatment to the products of a 
limited group of states by expressly limiting the scope of the 
discrimination to other than the favonred states, creates this 
more specific type. This also occurs in a harsher form when 
the agencies, products or subjects of one or more foreign states 
are expressly penalised, for instance through special surcharges, 
retaliatory prohibitions, or specific exclusion. 

It is often argued that only those practices of national 
economic policy which expressly single out one or more states 
for more unfavourable treatment than the rest of the world can 


(on p..142) that “the government in Tudor times was attempting to secure 
a monopoly of the export trade to the English merchant and of the retail 
trade to the English artisan ” would be an accurate description of the policy 
of many European governments in recent years. . 
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be called discriminatory. Indeed, governments and particularly 
Ministers of Commerce are apt to assume an air of injured inno- 
cence when their policy is alleged by another state to be discrimi- 
natory. Their retort that all foreign states are treated alike seems 
to satisfy nobody save their co-nationals. But, as in the case 
of Mr. Jingle, the grounds for this self-righteous attitude are 
either non-existent or at least highly questionable. The 
practices of discrimination are judged not by what they 
seemingly are in the eyes of the discriminator but by what they 
are, viewed from the angle of unfavourably affected states. 
From this angle many discriminatory practices are general in 
form but specific in incidence. How general or how specific 
each practice in fact is, will be determined by the composition 
of the commercial exchanges and the nature of the other 
economic relations between the discriminator and each of the 
other affected states. When, for example, the production and 
export of a commodity, consumed almost entirely in one or 
a small group of other countries, is restricted, the effects of 
the restriction, although borne in theory by every consumer, 
in practice fall upon the shoulders of the single state or small 
group of states, and are specifically discriminatory. It should 
be clear from the above that the discriminatory character of 
any act of national economic policy is derived neither from the 
discriminator’s declared method of application nor from the 
magnitude of the interests affected in one or more foreign 
countries, but from the recognised right of the national-state 
to treat differently the agencies, products and subjects of other 
states. The nature and scope of the treatment chosen will 
be decided by expediency. In general, the practice of specific 
discrimination is part of a mechanism for counteracting the 
effects of different economic circumstances. Its economic 
purpose may be to fill a gap, prevent congestion, or create an 
asset in the national economy. But the motives, as will be 
seen later, may be only indirectly or superficially economic. 


Discrimination in connection with colonial or overseas areas. 


The growth of colonial possessions, of protectorates, trading- 
stations, concessions held on perpetual lease, and certain 
mandated areas has led to an extension of the claim of the 
several states under whose sovereignty these areas are 
permanently or temporarily placed to the unilateral regulation 
of their economic systems. The form of regulation varies with 
the general colonial or overseas economic policy pursued by 
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the metropolitan government. But, again, subject to certain 
limitations, the sovereign is free to choose the policy which 
will be applied. This freedom of choice includes the practice 
of discrimination in favour of agencies and-products invested 
with the nationality of the sovereign or against those invested 
with all or certain other nationalities. 

In colonial and other. similar areas, discrimination may be 
applied for one or both of two purposes. Either the aim may be 
the assurance to the metropolitan state of a predominant share 
in the total trade of the area through the creation of a special 
régime of exclusive favours or exemptions for the goods and 
services exchanged’; or the object may be the reservation to 
the national enterprise of the sovereign state of a major share 
in the opportunities for the economic development of the area 
by a system of exclusive favours or exemptions withheld from 
all foreign interests. In both cases the area is considered 
for economic purposes to form an extension of the territory of 
the sovereign state. 


B. THE APPLICATION OF DISCRIMINATION. 
Agency. 

It is generally recognised that states may exercise their powers 
to regulate the national economic’ system unilaterally. Subject 
to certain limitations, examined later, their action can take place 
without reference to other states, although the action is designed 
specifically to affect the interest of one or more of those states. 
Thus there is no general legal obligation to consult foreign 
governments before action. On the contrary, the effects of such 
action may be not only immediate, but retroactive in practice, 
as, for instance, when revised customs duties are held to apply 
to consignments of goods dispatched before the notification of 
entry into force, but due to arrive in the country of revision after 
the date of entry into force of the new duties.® 


3 E.g. the French policy of colonial tariff assimilation practised in Indo- 
China and Algeria whereby complete free trade exists between the colonial 
area and the metropolitan state. 

4H.g. the reservation of concessions. See the series of decrees promul- 
gated by King Leopold between 1885 and 1891 restricting foreign enterprise 
in the Congo Free State, and summarised in Gerig: The Open Door and 
the Mandate System, p. 41, or the system of Imperial Preference for goods 
and materials produced within the Empire in all Government contracts 
accepted by the Imperial Economic Conference 1923, Record of Proceedings 
and Documents, Cmd. 2009. London. 1924. 

5 See, for example, the revision of the Chinese Tariff 1931, the new rates 
of which were retroactively applied. Times, December 31st, I930, and 
February roth, 1931. See also the provisions of the British Abnormal 


Importations Act of November 1931 and debate in 259 H.C. Dec. 5, s. No. 11. 
Cols. 1117-36. 
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Discrimination, as part of the general policy of economic regu- 
lation, may be brought into force through legislation or admini- 
strative order or both. The constitutional law and practice of 
each state and the degree and nature of the discriminatory 
treatment will determine the agency employed. ‘There is, how- 
ever, a general reluctance to shackle administrations responsible 
for the conduct of commercial and economic policy in so far as 
relations with foreign states are concerned, to legislative pre- 
science and approval. Although legislative approval is required 
by most constitutions for certain classes of treaties, including 
commercial,® and although a new tariff is, in most states, the 
result of formal legislation, yet a very large initiatory and 
discretionary authority remains with the administration. 
For example, the determination of the concessions embodied in 
a commercial treaty with a foreign state is made by the admini- 
stration which conducts the negotiations.’ Legislative inter- 
vention is confined to approval or rejection of the signed treaty 
in its submitted form. Amendments and reservations may be 
suggested unofficially, but the organs responsible for the nego- 
tiations officially formulate them. Again within the limits of a 
Tariff Law, there are innumerable opportunities for action by 
Order in Council, Presidential Decree, departmental regulation, 
and instructions to administrative officers. Increases or decreases 
in tariff rates,* the addition of new categories,® changes in 
administrative regulations for imports,*® amongst many other 
forms of action, may be made administratively without reference 
to the legislature. 

Finally, in most countries, extraordinary powers are vested in 
the government to take emergency measures when the public 
safety requires them.'’ The application of veterinary restrictions 
and embargoes, the prohibition of imports from one or more 
countries in the interests of public health, safety and morality 
is left to the executive authority. The determination of what 


6 See Art. 8 of the French Constitution of 1875. 

7™See the discussion of French practice in Hoijer: Les Traités Inter- 
nationaux, pp. 25-34. : 

8 See Times, February 22nd, 1931, for the decision of the Canadian 
Government to increase the duty on imported motor cars. Also see Times, 
June 2nd, 1931, for Order in Council of Government of New Zealand with- 
drawing the preference on Canadian imports. f 

9 See Board of Trade Journal, April 23rd, 1931, for Order of Polish Govern- 
ment elaborating the classification of No. 123 of the Polish Customs Tariff, 
formerly applicable to matches only. oe d 

10 See Ibid., April 2nd, 1931, for notice of a Decision of the Swiss Federal 
Veterinary Office, dated March 1st, 1931, laying down more stringent regu- 
lations for the import of certain meat products. _ 

11 The German Government in 1930 was given wide emergency powers to 
alter the rates of customs duties by administrative decree. 
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constitutes a sufficient emergency for their application is simi- 
larly part of this general discretionary authority. 


Form. 


The form in which discriminatory treatment is imposed may 
be either open or disguised. The development of the mechanics 
of economic control has led to a greater refinement of the methods 
through which discrimination may be practised. Every tariff 
openly discriminates against all or some foreign states, but it 
may also contain within itself indirect or disguised forms of 
discrimination, where, for example, a particular classification, 
although legally generally applicable, in practice affects the 
interests of a single state although that state is unnamed.** Or 
the application of an export duty upon a raw product may be 
general in its incidence, yet through the fact that the greater 
part of the raw or semi-manufactured product is consumed by the 
nationals of one or a limited number of states, the duty, in 
practice, may constitute a disguised form of discrimination.” 

Furthermore, the huge field of ‘‘ so-called ’’ domestic legisla- 
tion and administration is a fruitful source of discrimination. 
Legislation or administrative regulations relating, for example, 
to the treatment of commercial travellers or administrative regu- 
lations for the licensing of motor vehicles may be so framed as to 
constitute a discrimination against foreign commercial agents** 
and foreign motor vehicles.’ 


Range of Application. 


The triumph of the engineer, the growth in the volume and 
diversity of world production, the development of international 
trade and of agencies for the movexnent of persons, goods and 
services, have so incalculably increased the opportunities for 
the exercise of discriminatory treatment that few, if any, 


e 

12 See W. T. Page: Memorandum on Discriminatory Tariff Classifications. 

Publication of the League of Nations, Il. Economic and Financial 1927, 
11.27. for a more detailed discussion. 
_ 18 The export duty imposed by Canaaia on logs and wood-pulp in the 
interests of the Canadian paper industry is regarded by the principal con- 
sumer of Canadian wood products, the Urtited States, as in effect a specific 
discrimination. 

14 H.g. when a trading-permit is conditional upon the deposit of a heavy 
bond or the payment of high charges, or again when substantial excess 
luggage facilities are granted only to xepresentatives of home firms. 

15 The duties on licences for mech-vically-propelled road vehicles based 
on unit of horse power calculate<, according to regulations made by the 
Minister of Transport, and thes:provisions as to renters’ quota included in 
§ 13 of the Cinematograph Films Act, 1927, are instances of the insertion of 
disguised discriminatory measures in domestic administration and legisla- 
tion. tr 
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branches of the world’s economy are immune from its use in one 
or other of the three forms mentioned above. The result is an 
astonishing maze of national devices for harnessing exclusively 
to the national interest the cosmopolitan forces released by the 
Industrial Revolution and the technical discoveries of nearly 
two centuries. Within the length and breadth of this maze are 
to be found discriminations applied to the production and supply 
of raw materials; loans and foreign investment; the movement 
of persons; the treatment of foreign business and commercial 
agencies; the agencies for transport and communications; the 


treatment of foreign shipping; and the treatment of imported 
and exported goods. 


The Weapons. 


Moreover, the whole forms a monument to the application 
of human ingenuity in devising the innumerable practices of 
discrimination which, through the refinement of experience, 
have come to be normally employed in international economic 
relations. It is beyond the scope of this paper to do more than, 
draw attention to a selection of these practices’® : 


Export duties with or without manufacturing clauses. 
Flag discrimination of cargoes. 

Differential port dues, railway rates, canal tolls. 
Tariff legislation— 


Differential rates. 
Discriminatory classification. 
Licence and quota systems—for import and export. 


Administrative discrimination— 


Packing and Certification Regulations. 
Customs House organisation. 


Legislation relating to Marks of Origin. 

Direct and Indirect Subsidies granted to production or 
export, shipping or transport. 

Restrictions on employment of foreign labour. 

System of phyto-pathological restrictions. 

System of veterinary prohibitions. 

System of general prohibitions. 

‘The ‘‘ Closed Door ”’ in colonial and overseas areas. 


16 For greater detail see the preparatory documentation for the Inter- 
national Renaniie Conference, 1927, of the League of Nations, in particular 
documents C.E.C.P.96; C.E.C.P.97; C.E.I.23; C.E.1.20; C.B.1.42; C.H.1.28; 
C1334 


G 
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C. DISCRIMINATION AS A CAUSE OF INTERNATIONAL FRICTION. 


Enough has been said to suggest that the policy of discrimina- 
tion is the attempt of the different sovereign states of the world 
to secure for their national communities a greater measure 
of wealth in a world where ‘‘ economic opportunity ’’ is 
unevenly distributed. As Professor Bonn has remarked, “‘a 
great part of the world’s history can be explained only by the 
desire of saturated states to maintain their privileged position 
in regard to power and wealth, and of non-saturated states 
to gain wealth, to be more powerful, or to get power to be more 
wealthy.’’*’ The intervention of governments has resulted very 
largely in the superposition of the artificial system of discrimina- 
tions upon natural economic inequalities already existing. This 
struggle for wealth and power has led not only to competitive 
rivalry but to friction. 

It may be argued that discrimination is not inherently 
offensive, that the generation of friction depends rather on the 
motives, nature and results of its application. This view, 
however, seems to neglect the psychological reaction of states 
to the general instability and uneasiness which the existence 
of the practice itself engenders. The fear that economic 
sovereignty may be used ruthlessly against any one state, is 
sufficient to alarm all. Discrimination, then, is always a 
potential source of international friction, while the fear and 
jealousy to which it gives rise in turn drive states to its 
practices; 

But if discrimination in general is a cause of friction, some 
motives and results of its application provoke resentment more 
readily and more violently than others. Special treatment 
accorded on the ground of geographical propinquity to the goods 
and services of one or more neighbouring states has rarely 
provoked protest from states whose national goods are excluded 
from these favours provided that none of the motives or results 
mentioned below are present. The regional clauses applied to 
the ‘so-called’? Scandinavian States, the Baltic States and 
the Iberian Peninsula have been recognised as justifiable 


17 Annals of American Academy of Political Science, Supplement to 
Vol. CL. July 1930. p. 197. 

18 See Times, April 30th, 1931, for the report of a speech by M. Louis 
Rollin, the Minister of Commerce, wherein retaliation was declared to be 
the basis of the contemporary commercial policy of France. The speech is 
cited in connection with the denunciation of the commercial modus vivendi 
of 1920 with Brazil by the French Government in retaliation for the increased 


customs duties and consumers’ taxes in Brazil on articles of interest to 
French trade. 
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exceptions from the operation of the Most-Favoured Nation 
Clause.*” Similarly, the reservation of the coastwise traffic 
to ships flying the national flag has hardly caused strong 
opposition except where again the discrimination has involved 
motives or results which must now be examined; for states 
have not always been ready to admit discriminations without 
rancour. Friction, more or less serious in degree, may be said 
especially to have arisen in five sets of circumstances. In each 
of these five categories of ‘‘ dangerous discrimination ’’ other 
factors than a specialised and limited economic interest in 
the affected state or states have been involved. 


(a) Arbitrary and Extensive Interference with Existing 
Channels of Trade. 


The organisation of production and the agencies for distribu- 
tion may require a large investment of capital in a fixed form 
in the land, buildings and plant of an industrial enterprise, 
the patient perfecting of a highly elaborate system of transport, 
the intervention of the local or central government to provide 
adequate housing and other services or to build up the sinews 
of an agrarian system of small-holders by land redistribution 
or irrigation-works. Above all, thousands of lives may be 
associated with the fortunes of the industry. If the product 
of an industry, in whose existence so many interests are vested, 
is arbitrarily and artificially”® cut off from its normal market 
in one or more foreign countries, it is not surprising that 
resentment is voiced. Where discrimination has thus arbitrarily 
and extensively interrupted a normal flow of goods and services, 
friction has arisen. ‘The promulgation of the Hawley-Smoots 
Tariff Law in June 1930, was interpreted in a number of 
countries as one such instance of discrimination endangering 
the industrial stability of parts of the world, notably in France 
and in Switzerland,» where the lace and watch industries 


19 For a discussion of the regional exceptions, see the report presented by 
Riedl to the International Chamber of Commerce, 1931, on Exceptions to the 
Most-Favoured Nation Treatment. : 

20 Problems arising from the destruction of a local industry or the con- 
gestion of the normal markets for its products as a result of natural causes 
or of technical invention or progress cannot be discussed here. Their 
urgency, however, requires no emphasis when the effects, for example, of 
the introduction of the ‘‘ combine ”’ in large-scale wheat production, are 
considered. ; ; 

21.Qn May 2nd, 1930, the President of the Swiss Republic made direct 
representations to President Hoover against duties threatening with extinc- 
tion of over $10,000,000 of annual export trade in watches and watch-move- 
ments in the U:S.A., and official notes of protest were received from more 
than thirty governments varying from an expression of disapproval ‘to 
threats of retaliation. 
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respectively were threatened with partial ruin. Again, the 
arbitrary determination of import quotas for any given com- 
modity in such a way as to involve a drastic curtailment of the 
normal imports of one or more states may embitter international 
relations. The quota for the import of live cattle incorporated 
in the German-Swedish Commercial Treaty of 1929, through 
the German interpretation given to the effects of the Most- 
Favoured Nation Clause, arbitrarily disturbed a well-established 
channel of trade with Denmark and provoked a diplomatic 
protest from the Danish Government. 


(b) The Arbitrary Imposition of Discriminations. 


Even where the discriminatory policy does not disrupt 
unduly, or more than temporarily, existing production or 
channels of trade, the arbitrary application of the discrimination 
may give rise to protest. For the protection of national health, 
and of national animal and plant life against disease, states 
apply discrimination by unilateral action both in prohibiting and 
in restricting the import of certain agricultural products from one 
or more countries.”” ‘The legislative or administrative action 
is taken independently of the other affected party or parties 
without previous consultation or the possibility of subsequent 
appeal to an impartial authority. Further, since national vete- 
rinary regulations are often framed so as to prevent import 
altogether from one or more countries, this unchecked right of 
states to impose arbitrarily an embargo or restriction upon 
foreign imports gives rise to general uncertainty. The exercise 
of the power on many occasions has led, through a suspicion 
of the motives of the discriminating state, to ill-feeling and, 
not seldom, to retaliation. 

Similarly, many of the innumerable forms of administrative 
discrimination relating to the treatment of foreign nationals and 
goods both in their passage through the customs** and after 


22 Among recent instances are the prohibitions of the U.S.A. on the 
import of bushes and plants from many European countries, the Ordinance 
of the Imperial Japanese Government of March 1928, prohibiting the import 
of rice except under licence, and the Importation of Carcases (Prohibition) 
Order of 1926 issued by the Minister of Agriculture and Fisheries. This 
Order, together with the four amending Orders, effectively prohibits the 
landing in Great Britain of the carcase of any cattle, sheep, pigs or goats 
and includes meat, hides, skins, hair, bones, horn meal, offal, blood, dried 
blood and blood meal, etc. Certain products are excluded from the prohibi- 
tion, as fully cured bacon, preserved meats, etc. 

28 Regulations for certificates of analysis, consular invoices and marks of 
origin, administrative alterations in packing regulations, arbitrary changes 
in the hours for the opening and closure of customs houses are among 
these practices. 
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their formal entry into the territory of the discriminating state 
provoke much resentment.** Above all, the disguised nature of 
the discrimination gives rise to a general suspicion of the state 
responsible. It need hardly be added that the degree and results 
of the discrimination and the importance of the interests in- 
volved will finally determine the weight of the opposition and 
the attitude of the government. 


(c) Discrimination practised on quasi-political grounds. 


Moreover, it is impossible to overlook the indissoluble connec- 
tion of the national economy with the political authority of the 
state. The competitive basis of private economic enterprise is 
transferred in international economic relations, to a very large 
degree, to competition between states for power and the economic 
strength which, as Alexander Hamilton foresaw, builds up the 
sinews of power in the modern world. The policy of discrimina- 
tion may often become flagrantly the handmaid of political ambi- 
tion or antagonism. Where this occurs, the opportunities for 
friction of a serious character are considerably increased. ‘The 
motive of discriminatory action has now become predomi- 
nantly political. By the exclusive extension of favours to political 
allies or friendly powers, or by a general discrimination against 
all foreign states, the government’s aim is to add to the national 
security or the national power. Economic policy is subordinated 
to the orientation of general policy. The objective of the dis- 
criminating state is not war, but the assurance of security in the 
event of war, although the paradox remains true that the policy 
may considerably encourage the outbreak of war through the 
friction engendered. The full effect of discrimination in economic 
relationships on political grounds must be sought not so much in 
the material results of the policy as worked out between the 
favoured units, but in the psychological reactions of the non- 
favoured states, not so much in the expressed intention of the 
discriminating state or states, as in the excluded powers’ inter- 
pretation of the intention.” 

The system of preferential tariff-rates in force between the 
members of the British Commonwealth of Nations, accorded 
upon ethnic and historical grounds, is interpreted by a number 
of states as very largely a political device for preserving and 

24 B.g. restrictions on the employment of foreign fitters. 

25 See, for an excellent example, the comment of the French Press and 


of M. Briand upon the Plan for an Austro-German Customs Union, March 
1931. The text of M. Briand’s speech upon the subject is printed in 


L’Europe Nouvelle, April 1931. 
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indeed augmenting the political influence of the British Empire 
in the society of states.7° Indeed, the declarations of a certain 
section of British opinion encourage the suspicion held in those 
states that the true motive of Imperial Preference is Imperial 
Power. The effective reservation of certain economic oppor- 
tunities, including the lease of harbours and coaling stations in 
a number of Central American States, to the United States of 
America, under cover of interpretations of the Monroe Doctrine, 
is a further instance of discrimination in the alleged interests of 
political security. The prohibition placed by the British Govern- 
ment upon the import of chemical dyestuffs through the British 
Dyestuffs Act of 1921, renewed for one year in 1930, is admittedly 
a discrimination based on the grounds of national security. A 
recent debate in the House of Commons left no doubt that econo- 
mic advantages were at least balanced by political expediency.” 
Yet, if the psychological effect of preparations for the eventuality 
of war in one state is an encouragement to parallel preparations 
in other states, then this discriminatory embargo can hardly 
avoid an increase of international friction. 

For political purposes, the field of finance offers a promising 
field for discrimination. Accommodation to a foreign borrower 
may be refused or offered on non-economic terms, or the foreign 
borrower may be attracted by the offer of exclusive favours” ; 
or the exchange may be closed to the quotation of foreign issues ; 
or the participation of foreign investors, whether banks or private 
individuals, in national company flotations or loans may be 
officially banned. In the period from 1870-1914, a tacit but 
none the less effective ban was imposed upon the quotation of 
German securities on the Paris Bourse. This discriminatory 
action, extended to cover Austro-Hungarian quotations, was 
interpreted as part of the policy of French hostility to the Central 
European powers.” 

Again, opposition to the Soviet Government of Russia on the 
grounds of general policy has been the declared or dissembled 
motive of discriminatory measures taken against imports of 
Soviet nationality. The embargo declared by the Canadian 
Government on certain Russian imports®*® appears to have 
been inspired by a tangle of political and economic motives. 


26 Mr. Culbertson, a former member of the Tariff Commission of the 
United States, roundly declares that: ‘ Preference is an expression of 
modern imperialism.” See his International Economic Policies, p. 186. 

27 See 246 H.C.Deb.55, pp. 1297-1363 and 1591-1607. 

78 See, for example, the British Colonial Stock Act, rgoo. 

29 See Feis : Europe: the World’s Banker 1870-1914, p. 197. 

30 See The Times, February 27th, 1931. 
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Similarly, the unilaterally organised licensing-system for Soviet 
imports in France, established by the Decree of October 3rd, 
1930, appears to have been due to the same mixed motives. 
There can, however, be no doubt that the unilateral adoption of 
these discriminatory practices, patently directed against a single 
state, has materially increased the ill-feeling between the states 
affected.*? 


(d) Discrimination applied to Overseas Areas. 


But the suspicions, fears and jealousies of states are in no way 
more surely encouraged than by the practice of discrimination in 
the interest of the sovereign or exploiting state in colonial or 
overseas areas. ‘The association of economic resources with 
political power becomes the more apparent where the legislative 
or administrative authority, by a reservation of the opportunities 
of exploitation to agencies and individuals of its own nationality, 
assures itself full economic and political control over important 
supplies of raw materials or a monopoly of the opportunities 
for capital investment. The policies of the ‘‘ Closed Door,”’ of 
preferential tariff rates, and of favours and exemptions exclu- 
sively granted to nationals of the legislating state, have proved 
an abundant source of international friction. 

The claim of metropolitan or exploiting governments to exer- 
cise at discretion their economic sovereignty in colonial and 
other areas has never been accepted without protest by other 
interested states. The United States of America, despite the 
régime applied by the American Government in the Philippine 
Islands, has never swerved from the resolute opposition to the 
practice of discrimination in overseas areas, in Africa and in 
the Near and Far East, so vigorously expressed in the Hay 
and Colby notes. 

This reluctance of states to allow discriminatory practices in 
overseas areas extends even to cases where the presence of a 
dominant political motive can be discounted, as the Berlin Act 
of 1885 relating to the Congo Basin suggests. Why does this 
opposition exist? It is difficult to avoid the conclusion that one 
of the results of the Industrial Revolution has been to strengthen 
the movement towards the recognition of a natural right of 
equal access to economic resources irrespective of territorial 


31 See report of speech of Molokoff in The Times, March roth, 1931. Later 
in April, 1931, it was reported that retaliatory prohibitions against Canadian 
imports were put into force by the Soviet Government, 
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rights. Indeed, the basis of the Berlin Act,** the Hay note of 
1899,°° and the terms of the “‘ Class B’’ Mandates** seem to 
lie in the recognition of this right to equal access. Any national 
policy aiming at discrimination is fraught with danger 
to good relationships. The conclusion by Russia in April 1903 
with China of the so-called ‘‘ seven-point ’’ convention, with the 
object of creating for Russia a specially favoured position in 
Manchuria through a discriminatory policy, led not only to a 
formal protest by the United States Government, but was a 
factor in hastening on the Russo-Japanese War:** Similarly, the 
attempt of the British and French Governments through the 
abortive agreement of San Remo of April 1920, arranging (inter 
alia) for the partitioning without American participation of the 
oil reserves of Mesopotamia, provoked a protest of the American 
Government against the policy of exclusion and discrimination 
vigorously denied in Lord Curzon’s reply.** 


(e) Discrimination for Racial Motives. 


Finally, the growth of restrictions upon the free movement 
of persons from country to country has led to a practice of 
discrimination on racial grounds in migration policy which in 
most cases has provoked ill-feeling and protest.*” The friction 
may be partly the result of the alleged slight upon the national 
honour, but generally other causes combine to create hostility 
and suspicion. These causes may be economic where an obvious 
outlet for a supposedly surplus population is closed by discrimi- 
natory legislation or administrative regulation, or political when 
the affected states already are competing for political power. 
The unilateral character of racial discrimination may be a cause 
of additional resentment when the policy represents a sudden 
change from traditional goodwill.** 


32 See Martens, N.R.G., 2nd Series X, p. 427. 

33 See Survey of American Foreign Relations, 1928, p. 80. 

34 See Covenant of the League of Nations, Art. 22, paragraph 5, and texts 
of Mandates in Quincey Wright: Mandates under the League of Nations, 
Appendix II. 

35 See Survey of American Foreign Relations, 1930, pp. 40, 41. 

36 See Note from Hon. Bainbridge Colby, Secretary of State for the 
United States, to the British Secretary of State for Foreign Affairs, dated 
November 2oth, 1920, and Statement of Earl Curzon of April 1921, both 
partially quoted in Donaldson, International Economic Relations, p. 556. 

37 B.g. the resentment of the Japanese Government resulting from the 
Australian Commonwealth Immigration Act of 1901 which first introduced 
the dictation test for immigrants. 

38 Japanese anger against the policy of restriction by the United States of 
immigrants ‘ineligible for citizenship,’? i.e. coming from the so-called 
Asiatic Barred Zone, in some measure arose from the unilateral jettisoning 
of the Gentleman’s Agreement of 1907. 
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D. THE ReEsutts or DiscrIMINATION. 


It is beyond the scope of this paper to discuss the general 
reaction which the existence of the weapon of discrimination pro- 
duces on the economic system of the world. Whether or not its 
use has been indispensable for the achievement of the present 
stage 1n economic development remains a controversial question. 
It may be doubted whether in fact it could not have been replaced 
by a general recognition of equality of opportunity with exten- 
sive economic planning agreements between regional groups of 
states. It is, however, clear to-day that the prevalence of dis- 
criminations is the greatest barrier to the replacement of the 
international economic anarchy by a more rational and less pre- 
carious régime. On the one hand, the enormous pouring to waste 
of capital invested in redundant enterprise, on the other, the 
obvious services which a co-operatively conceived investment 
could render, together form a pregnant comment on the inade- 
quacy of economic separatism buttressed by the principle of 
discrimination. Furthermore, the resultant economic instability 
affects adversely economic enterprise itself by discouraging the 
conception of production for the international public service and 
encouraging the wasteful rivalries of national economic competi- 
tion. 

But we are more closely concerned with the forms which the 
reaction of governments as the victims of discrimination may 
take. Except under certain conditions, to be noted later, govern- 
ments can make no appeal to neutral opinion or an impartial 
tribunal where the issues can be decided. Any action must be 
unilateral except in so far as it is possible to enlist the aid of 
one or more other states. There is no machinery available for 
compelling the discriminator into consultation without the latter’s 
consent. 

The action of the aggrieved government will vary in degree 
according to the nature and motive of the discrimination, the 
relative position of the governments concerned, and the import- 
ance of the interests involved. The protest, therefore, may be 
confined to economic retaliation through counter-discrimination, 
embargo or restriction. From September sth, 1927, to November 
16th, 1927, the French Government, by a Presidential Decree, 
applied a discriminatory régime against American imports in 
answer to the unequal position created by the automatic applica- 
tion, through the operation of the Most-Favoured Nation Clause, 
of the minimum rates of the French tariff to American imports 
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under the Franco-German treaty of commerce of August 17th, 
1927, without any reciprocal benefit to French imports to 
America subject to the high rates of the Fordney Tariff.** 
Wherever possible, discrimination of more than temporary dura- 
tion applied to the goods or services produced by one or more 
foreign states will lead the latter to search for compensatory 
markets in another part of the world. Where the discrimination 
affects consumers, for example, of an industrial or agricultural 
raw material, they will seek either alternative sources of supply 
as the Americans sought to create a rubber supply in Brazil, or 
a substitute, as Germany built up her synthetic nitrogen in- 
dustry. In almost every case, the disturbance of the status quo 
leads either to a capital loss and additional displacement of 
labour, or to an intensification of international economic com- 
petition. 

But the nature of the reaction becomes even more immediately 
serious when the discrimination is held to involve directly the 
general interests of one or more aggrieved states. The dispute 
passes at once from the economic to the political arena. ‘The 
voice of the government is raised in solemn diplomatic protest. 
Exchanges of notes occur and political tension may follow, lead- 
ing, on occasion, to a rupture of friendly relations. How far 
discriminatory treatment has caused the outbreak of war in 
modern history is impossible to decide. But there is abundant 
proof that it has worked as a contributory cause when other 
issues have provided the main reason. In the post-war decade, 
the Polish-German tension has been aggravated by the competi- 
tive mountains of economic discrimination piled up by the two 
countries, while the general relations of the U.S.S.R. with a 
number of states in all parts of the world have been prejudiced 
by repeated incidents of economic opposition. 


E. ATTEMPTED LIMITATIONS OF THE PRACTICE. 


The economic and political dangers inherent in the practice 
of discrimination have been recognised both by the several states 
of the world and by the society of states as a whole. Attempts 
have been made to combat the evils of economic instability and 
political suspicion arising from the practice of discrimination by 
narrowing the potential spheres of its application and by outlaw- 
ing its more harsh and disruptive forms. "The two methods 
employed hitherto—through bilateral or plurilateral treaties and 


39 See in American Journal of International Law, January, 1930, note b 
Stowell on the Franco-American Tariff Controversy. Tu F248 y 
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the Most-F avoured Nation Clause on the one hand, and inter- 
national agreements on the other—will now be considered with a 
view to determining how far in fact they effectively limit the 
economic autonomy of states and render discrimination in- 
nocuous. 


1. Bilateral and Plurilateral Agreements. 


The importance of bilateral Treatiés of Commerce and Naviga- 
tion in contemporary economic relations has grown so rapidly 
with the expansion of international trade and the commercialisa- 
tion of the world, that the conclusion of a commercial treaty has 
come to be regarded as almost as significant in the relations of the 
contracting countries as the acceptance of a political agreement. 
Lord d’Abernon, in the course of his address to the delegates 
negotiating the Anglo-German Commercial Treaty of 1924 re- 
marked : ‘‘ Public feeling in the modern state depends to a large 
and increasing extent upon the commercial relations between 
countries.’’*° In some cases a Treaty of Commerce may be the 
necessary condition of political rapprochement.* ‘The importance 
of commercial agreements above all is commonly held to lie in the 
degree to which they introduce stability into the pre-existing 
anarchy, check the policy of mutual discrimination and build up 
the confidence of the contracting parties. For the purposes of this 
paper, the criterion can be formulated more precisely—how far 
bilateral or multilateral treaties of commerce, navigation and con- 
nected matters have led to the elimination of the possibility of 
discrimination, both general and specific, of the five kinds men- 
tioned above, by the reduction of the discretionary power of the 
state in economic matters to a point at which, vis-a-vis the con- 
tracting parties, it is harmless. Although the scope of commercial 
treaties varies greatly, the inclusion of clauses relating to mutual 
tariff treatment may be presumed. 

In this connection, attention must here be drawn to the different 
contractual methods employed by states in tariff-agreements. The 
method in turn will depend upon the type of tariff-system in force 
in a given country. These systems may be divided into three 
groups, classified according to their structure. 


(a) Countries with a single-column tariff, the rates of which 
are fixed by the autonomous action of the state as in the 
United States and Latvia. 


40 See Lord d’Abernon, An Ambassador of Peace, Vol. II, Appendix I, 
. 269. : F 
Pg aes the importance to the improvement of Polish-German relations 
of the conclusion of a general trade treaty between the two countries. 
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(b) Countries with a single-column tariff, the rates of which 
may be reduced by treaty negotiation as in Austria, 
Poland and many other European countries. 

(c) Countries with a double-column tariff comprising a maxi- 
mum and minimum rate as in France, Norway, etc. 


States may add preferential rates to a single-column or double- 
column tariff. 

Now the degree to which the obligations of a commercial treaty 
will eliminate the discretionary power of the contracting states 
to discriminate against one another or against other states to 
which most-favoured nation treatment has been accorded 
will vary according to their respective tariff-systems and 
the contractual methods attached to them. Thus, states 
with the first or third systems, by concluding a commercial 
treaty, will in no way renounce their autonomy in increas- 
ing or decreasing the actual tariff-rates. The obligation, for 
example, of the state with the third system may be to grant to 
the other contracting party and most-favoured nations the mini- 
mum rate whatever it is and howsoever determined by the first 
state. States may, and frequently do, alter the rates of their 
autonomous single-column tariffs or the maximum and minimum 
rates of a double-column tariff or the preferential rates attached 
to an autonomous single or double-column tariff. This modifica- 
tion generally requires legislative approval, although in times of 
emergency the government may be invested, as in Germany in 
1930, or in the United States under Clause 35 of the 1922 Tariff 
Act, with special powers to modify by administrative decree. 

The second system, by the opportunities afforded either for 
the reduction of the rates, fixed autonomously by national 
legislation, or of consolidation by treaty-negotiations, restricts 
more effectively the tariff-autonomy of states vis-a-vis other 
contracting parties and states enjoyin& most-favoured nation 
treatment. An obligation not to impose a higher degree of 
tariff discrimination so long as the treaty is in force has been 
accepted. But the result of negotiations may be within certain . 
limits an increase of discrimination vis-a-vis certain states 
excluded from the benefit of concessions. This will occur when 
the rates have been raised for bargaining purposes before the 
opening of negotiations. 

In so far as subjects other than tariff treatment are included 
in the scope of bilateral commercial treaties or special agree- 
ments, the obligations may again vary in effectiveness as a 
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preventative of discrimination. Prohibitions and _ restrictions 
against import and export, the treatment of shipping and the 
treatment of foreign enterprise may be brought within the 
operation of the agreement. Furthermore, bilateral agreements 
may be concluded to prevent the arbitrary application of 
veterinary restrictions, to provide for the mutual acceptance 
of certificates of analysis or of tonnage measurement and on 
many other subjects which provide an opportunity for open 
or disguised discrimination. 

But it is difficult to avoid the conclusion that both com- 
mercial treaties and other special bilateral agreements are a 
very weak influence in building up a barrier against discrimina- 
tion. On the one hand the autonomy of the contracting parties, 
except in the case of states with the second type of tariff- 
system, is hardly checked—the actual level of rates may be 
and in most cases is the vital issue; on the other hand, the 
period of duration of commercial treaties is limited. Since 
the war, many treaties have been concluded for periods of a 
single year, subject to prolongation for further short periods 
or unilateral denunciation before the expiry of the stipulated 
period.** 


The Most-Favoured Nation Clause. 


It is often argued, however, that although commercial treaties 
by themselves may hardly affect the problem of discrimination, 
in conjunction with a widely accorded most-favoured nation 
treatment unconditionally interpreted, they severely cripple 
the colossus of discrimination. The Most-Favoured Nation 
Clause has come to be regarded in many quarters as the sheet 
anchor of the movement towards equality of treatment of inter- 
national trade in the society of states. The broadening of the 
range of objects to which most-favoured nation treatment in 
contemporary practice may be applied, including the treatment 
of imports and exports, the commerce and industry of aliens, 
shipping and consular agents, reinforces this view. 

It can be readily admitted that with the existing basis of 
international economic relations, the clause is a useful palliative. 
By extending the concession of favours granted, through 
bilateral or multilateral negotiation, to a wider circle of most- 
favoured nations, the clause theoretically liberalises international 
treatment. 


42 Effective stabilisation of economic relations of course varies inversely 
with the length of time for which agreements are concluded. 
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But its practical influence against discrimination must not be 
exaggerated. The most-favoured nation treatment presupposes 
the existence of general and specific discrimination. If equality 
of treatment, i.e. national treatment were universally accepted 
as the basis of economic relations, such a clause would be 
unnecessary. Furthermore, the régime to be extended to 
the most-favoured nation is determined autonomously by the 
national legislature or administration. The one exception 1s 
to be found in the case of tariff-treatment involving a state 
or states with single or double-column tariffs, the rates of 
which are reducible or fixable through bilateral agreement.** 
Even in this case, in practice a state, realising the immediate 
or long-period disadvantages to itself of reduction below a 
certain level or of consolidation in an economically dynamic 
world, would hesitate to narrow effectively the margin of the 
limits of discrimination. In other cases, the régime extended 
to the most-favoured nation may vary from national treatment, 
as, for example, in the case of foreign business enterprise or 
of shipping, to a very marked differentiation in the treatment 
of national and foreign goods or of goods originating in 
countries enjoying preferential rates. Moreover, the stability 
of the most-favoured nation régime depends upon the unwilling- 
ness of states to exercise their autonomous rights to change 
rates, refine tariff classification, establish prohibitions, allot 
quotas of import, or introduce differential railway and transport 
rates. There is no evidence of any such spirit of accommodation 
in the practice of states. Close definition has been suggested as 
a means of blocking some of these circumventions,** but in so 
far as no definition of the present practice can forecast the 
future play of human ingenuity, it is unlikely to achieve its 
purpose. Indeed, the flank of the definition of the Economic 
Committee of the League, as accepted in 1928, has already 
been turned.* . 

Again, the exceptions to the application of the Clause are 
sufficiently formidable to impair its efficiency in many direc- 
tions. The exclusion from its operation of import and export 
prohibitions imposed in the interests of plant, animal and insect 
life, or public health, morality or safety, of products originating 
in or imported into colonial areas, preferential arrangements and 


48 See above, p. 106. 

44 See the proposal of the Danish Delegation at the eleventh session of 
the Assembly of the League of Nations, Official Journal, Special Supplement 
ae. euApe: 16 and 17. 
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regional clauses keeps the door to equality of treatment not 
more than ajar. 

Finally, as part of the general right of the state to determine 
autonomously the conditions under which its external economic 
relations shall be conducted, the withholding or grant of most- 
favoured nation treatment is determined independently by each 
state. This right is in no way limited by the Anglo-American 
practice of requiring its grant as a preliminary condition to 
any commercial agreement, or the Continental and Central 
European practice of granting the clause as a consideration in 
return for a commercial agreement. 


11. International Agreements. 


Collective action in international economic relations is of 
relatively recent origin and may be said to have become an 
inescapable necessity since the economic and social changes of 
the nineteenth century. The impossibility, after the reintroduc- 
tion of the national protective system in the last quarter of the 
nineteenth century, of continuing indefinitely national economic 
rivalry without running headlong into disaster has been re- 
emphasised by the post-war development of economic 
nationalism. A number of attempts have been made to create 
a saner basis for economic relations by securing the general 
acceptance by states of conventional obligations involving a 
limitation of their autonomy in economic questions. ‘They have 
taken two directions : 

(a) The acceptance of a general rule providing for equality 
of treatment and opportunity, applicable to the whole 
of economic relations. 

(b) The acceptance of rules providing for equality of treat- 
ment and opportunity in a particular branch or aspect 
of economic activity, for example, railway transport. 


(a) The most important attempt to establish a general rule 
was connected with the third of President Wilson’s Fourteen 
Points and the subsequent American and British drafts for 
a declaration of ‘‘ Equality of Trade Conditions ’’ designed to 
be incorporated in the Peace Treaties.** Wilson’s third point 
required: ‘‘ the removal, so far as possible, of all economic 
barriers and the establishment of an equality of trade condi- 
tions among all the nations consenting to the peace and 
associating themselves for its maintenance.”’ 


46D. H. Miller : The Drafting of the Covenant, Vol. I, p. 20, and Vol. H, 
doc. 4. 
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This plea became the basis of an American draft, prepared 
by Mr. D. H. Miller, for a declaration of ‘‘ Equality of Trade 
Conditions.’? It was also largely reproduced in a British draft 
for a similar declaration. As the two documents contain very 
largely identical proposals it is convenient to consider them 
together. First, equality of treatment was interpreted only 
in its narrower sense of equal treatment for all aliens alike 
‘‘ without discrimination, difference or preference, direct or 
indirect,’’ in so far as the ‘‘ system of export and import prohibi- 
tions and duties, port dues, traffic rates, inspection methods and 
fees and other trade charges’”’ is concerned. Every state 
retained its autonomy in determining the national economic 
policy, but the terms of the policy were to be equally applied 
to the rest of the world. Every state was, therefore, still 
allowed to practise general but not specific discrimination.*’ 
Although the British draft devotes a special article (No. 6) to 
the prohibition of indirect and specific discrimination through 
‘Customs or administrative regulations or procedure, tariff 
classification or interpretation or by any other method what- 
soever,’’ there is no attempt made to face either the dangers 
resulting from the continued existence of economic sovereignty 
in any form or the problem that a national tariff, equally applied 
in theory to the rest of the world, in practice discriminates more 
harshly against the principal producers of each given com- 
modity, and therefore in fact becomes specific discrimination. 

The drafts, however, go farther in the treatment of vessels 
and of cargoes, subject to the exemption of coastwise traffic, 
by prohibiting all discrimination whatsoever as regards ‘‘ export 
and import duties’’ and other charges. National treatment 
is thus automatically extended to the rest of the world. A 
further exception is found in the British draft admitting the 
right of each of the self-governing dominions of the British 
Empire and of India to reserve the coastwise trade of its own 
territory to British vessels. The framers of both drafts agreed 
to permit the formation of customs unions between territorially 
adjacent states as an exception to the general rule of equality 
of treatment. 

There are, however, two important differences. First, the 
American draft makes in Art. I what Mr. D. H. Miller calls 
a distinction between ‘‘ economic units’? and ‘‘ units of 
sovereignty ’’ in order that any colony, possession, etc., which 


47 The exception of the arrangements between the Dominions and Great 
Britain was allowed. 
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has a tariff-system in any measure distinct from that applicable 
to the country with which it is politically connected, may be 
regarded as separately subject to the terms of the declaration. 
In short, the principle of equality of treatment is extended 
to cover the so-called ‘‘ Open Door ”’ areas. The British draft 
makes no such distinction. Secondly, the American draft 
includes a proposal for an International Trade Commission, 
which does not appear in the British, although the latter 
provides for reference of complaints to special commissions of 
inquiry, and for the exclusion of a defaulting state from the 
privileges of freedom of transit and equality of treatment. 
The ultimate fate of this proposal for a general prohibition 
of specific discrimination in tariff-policy and of general 
discrimination in the régime of communications and transit was 
only decided after the establishment of the League of Nations. 
Although the acceptance of the substance of the proposals out- 
lined above was politically impossible in 1919, the inclusion 
of article 23(e) and, so far as communication and transit were 
concerned, Arts. 338 and 379 of the Treaty of Versailles, 
provided a loophole for their subsequent escape from annihila- 
tion. When the Economic Committee of the League came to 
consider how it could best ‘‘ secure and maintain . . . equitable 
treatment for the commerce of all nations,’’ the possibility 
of a general convention was again reviewed. The Economic 
Committee reported to the Council on September 6th, 1922.“° 
In their report, the Committee interpret the Council’s intention, 
embodied in its resolution, dated September 19th, 1921, as being 
practical rather than theoretic and believe their duty is not 
to attempt to frame an academic*® definition of ‘‘ equitable 
treatment of commerce,’’ but to indicate what, in their opinion, 
are the practical duties imposed on the members of the League 
by Art. 23(e). The Committee then suggested four types of 
practices which are an obvious violation of the principle.** 
Thus it was left for the Economic Committee to administer 
the coup de grace to the so-called academic proposals of 1919. 
For them were substituted the practical attempts to secure 
the acceptance of rules relating to particular practices and 
constituting a violation of a general principle which could not 
48 See L.N., Official Journal, 1922, Annex 3458. 
‘0 nee be noted that the use of the word “ equitable ” in Art. 23(e) 
of the Covenant had invested the Economic Committee and the Council with 
the prerogative of Humpty Dumpty in defining the meaning of words. 


There was no intrinsic objection against a definition corresponding to 
national treatment. 


H 


112 ECONOMICA [ FEBRUARY 


be defined. ‘This aspect of the sectional attempt to dislodge 
the practice of discrimination forms the second method. 


(b) I. Communications and Transit. 


The application of general rules to modern forms of com- 
munications and transit—the principal achievement of pre-war 
collective action—has been carried farther since the war by 
a series of conventions and statutes upon Freedom of Transit, 
the Régime of Navigable Waterways of International Concern, 
the Régime of Maritime Ports, the International Régime of 
Railways, the International Convention on the treatment of 
Passengers and Baggage on Railways, Air Navigation, the 
revision of the pre-war Postal, Radio-telegraphic and Railway 
Freight Transport Conventions, and the provisions relating to 
certain specific international Waterways. These conventions 
attempt in varying degrees to curtail the possibilities of dis- 
criminatory treatment by clauses providing for equality of treat- 
ment of all foreign goods, persons or services, as for exampie 
in the Statute on Freedom of Transit®'; the Convention on the 
Régime of Navigable Waterways of International Concern’? ; 
and in the Universal Postal Convention of London, revised in 
1929.”° In certain cases the rule of national treatment is 
accepted, subject to reciprocity and the exception of a defaulting 
contracting party, as, for example, in the Statute on the Régime 
of Maritime Ports,** or in the International Convention on 
Passengers and Baggage.** 

But, undoubtedly beneficial as those conventions which have 
been widely ratified are, once again their effectiveness in pre- 
venting discrimination must not be exaggerated. The rules 
established suffer in so far as they do not apply to general but 
only to specific discrimination, or where important exceptions 
relating to vital interests, public safety and public health,®* or 
to the arrangements between the Dominions and Colonies of 
the British Empire are made,°’ or where the terms of the 


SP ON., Treaty Series, Vol. Viljepea7 Arts, 2) 3 and 7, 

521.N., Treaty Series, Vol. VII, p. 36. Arts. 3 and q. 

53 Convention Postale Universelle, Londres, 1929. Arts. 5 and 25. 

54 1.N., Preaty Series, Vol. UWVIl, p. 285. Art. 2. 

55 Convention internationale concernant le Transport des Voyageurs par 
chemin de fer. (October 1928.) Arts. 23 and 24. 
oe! E.g. Statute on Freedom of Transit, Art. 5, L.N., Treaty Series, Vol. 

sD: 20: 


57 E.g. Statute on Régime of Navigable Waterways, Art. 25, L.N., Treaty 
Series, Vol. VII, p. 63. 
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Convention are expressly stated to be without prejudice to the 
sovereign rights and authority of the Contracting Parties.** 

_ These exceptions, it is true, are less damaging to the prac- 
tical value of the general rules where the principle of com- 
pulsory reference of disputes relating to the interpretation or 
application of any part of the conventions either to an expert 
technical body or to arbitration, or to the Permanent Court 
of International Justice has been accepted as, for example, in 
four of the conventions concluded under the auspices of the 
Conferences on Communications and Transit held at Barcelona 
and Geneva in 1920 and 1923 respectively.*® Yet the existence 
of the exceptions, and the recognition of the sovereign rights 
of the Contracting Parties in the determination of national 
economic policy and organisation, leave a wide loophole for 
the exercise of discrimination. Finally, the provision made 
for the denunciation of the conventions after the expiry of 
varying terms of years opens a final door of escape for states 
unwilling to accept indefinitely these obligations.°° The 
effectiveness of the sanctions mobilisable against a_ state 
denouncing the convention will vary in direct ratio to the 
number of adherent states. When a conventional régime has 
been almost universally accepted and applied by states, the 
sanction of non-conformity or isolation may be sufficient to 
compel adhesion.* 


Il. Commercial Practice. 


Similarly, the Economic Committee of the League of Nations 
has sought to restrict conventionally the economic sovereignty 
of states in regard to Customs Formalities, the Régime of 
Import and Export Prohibitions and Restrictions, the treatment 
of Hides, Skins and Bones and the Fixation of Tariff Rates. 
Although the Conventions taken together represent a notable 
attempt in the face of great difficulties it may be doubted whether 
the actual or proposed obligations constitute any very considerable 


58 H.g. Ibid., Additional Protocol (April 2oth, 1921), L.N., Treaty Series, 
Vol. VII, p. 67. 

59 Te. on Freedom of Transit; the Régime of Navigable Waterways, of 
International Concern; the Régime of Maritime Ports; and the International 
Régime of Railways. : 

60 B.g. Convention of the Régime of Navigable Waterways of International 
Concern, Art. 8, L.N., Treaty Series, Vol. VU, p. 45, and similar articles in 
other conventions. fam, ; 

61 The practice of the Universal Postal Union in bringing into force the 
conventional postal régime as revised by quinquennial postal congresses 
before ratification by the several states-members illustrates how powerful 
this sanction may become. 
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limitation of state autonomy.*? Indeed the progress seems to have 
been less than in the case of Communications and Transit. 
Exceptions as far-reaching as in many of the Conventions relat- 
ing to Communications and Transit appear, as, for example, in 
Art. 17 of the Convention on Customs Formalities,** or Arts. 
4, 5 and 6 of the Convention for the Abolition of Import and 
Export Prohibitions and Restrictions; the rule of equality of 
treatment is, in the case of the former Convention, whittled down 
to the vague expression equitable treatment, which, while it 
prohibited unjust discrimination, did not hinder discrimination 
as between various states; further, disputes arising out of the 
application of the exceptions in the last-named Convention are 
not to be compulsorily referred to an arbitral tribunal or the 
Permanent Court. The diseriminator is to constitute the Court 
of Equity which will interpret the phrase ‘‘ equitable treat- 
ment.’ 

The practice of general and specific discrimination figures 
prominently in almost every aspect of contemporary inter- 
national economic relations. Based on the conception of a world 
of national economies, and operative in a society of states 
amongst whose several national territories ‘‘ economic opportu- 
nities’? are unequally distributed, discrimination has been 
universally accepted as the shield, buckler and sword of states 
in their struggle to secure control over a greater measure of 
economic opportunity or to guard what they already possess. 
The motives for discrimination are directly or indirectly inspired 
by the general policy of states in seeking security through 
power. The practice is, then, in essence one aspect of 
the principle of the conflict of communities and presupposes 
a normal régime of hostility or at least the absence of co- 
operation between states. But mechanical technique and scientific 
progress have already carried the world of material things on 
beyond the stage of social development expressed in a series of 
self-sufficient national economies, to a point where the organs 
of local production and distribution are only part of a gigantic 
mechanism bestriding the world, resting upon a network of 
international agencies for transport and communication, market- 
ing and exchange. The policy of discrimination, indissolubly 
linked with the political separatism of the society of states, is 


62 The fact of international discussion of what had always been regarded 
by states as a strictly domestic issue in itself marks a considerable departure 
from pre-war practice and the driving of the thin end of the wedge of 
international regulation into the strongholds of national commercial policy. 

63 1.N., Treaty Series, Vol. XLV, p. 140. ; 
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in the nature of a competitive attempt to secure through the 
use of the mechanism of the world economy exclusive national 
advantages. The repercussions of the attempt may be felt in 
any part of the mechanism. Both the use of the practice itself, 
and the fear of its potential use, provoke international friction 
of varying degrees of seriousness, resulting in measures of 
retaliation, reprisal, diplomatic protest and political pressure. 
The reaction is not confined to the greater interests, but affects 
small and great alike. The Industrial Revolution with its sequel 
has destroyed the immunity of the small and unambitious state. 
The welfare of a state of three million people may be as severely 
jeopardised as that of a nation of sixty or even a hundred and 
twenty millions by the establishment of a new discrimination. 
In short, discrimination breeds universal insecurity and in- 
security universal discrimination. 

Already states have offered up sacrifices to the spirit of 
economic interdependence in the form of the highly developed 
system of bilateral commercial treaties with the Most-Favoured 
Nation Clause. But the sacrifices, grudgingly offered, have failed 
to propitiate the spirit. No more successful has been the attempt 
to offer a collective propitiation ; the children of the Middle West 
will not serve with the elders of the Continent, while the 
rejuvenated ancients of the East will serve with neither. Thus 
the world economy still lacks a set of rules for its right opera- 
tion ; economic technique has outpaced political progress. 
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Book Reviews 


The Economic History of England. By E. Lipson, M.A. Vols. 
Il and II. The Age of Mercantilism. A. & C. Black, Ltd. 
Pp. 464+ 487. 30s. net. 

It is perhaps unnecessary to say that the publication of these 
two further instalments of Mr. Lipson’s History is an event 
of prime importance to all concerned with the evolution of 
industry and commerce. No dates are set to mark the temporal 
boundaries of the study. The landscape surveyed extends on 
the one hand into the Middle Ages, and, on the other, into the 
nineteenth century ; but, as the sub-title indicates, the centre of 
interest lies in the two hundred years between the accession of 
Elizabeth and that of George III. 

As in the earlier volume, the treatment is thematic; and each 
of Mr. Lipson’s six chapters is virtually a monograph in which 
a wealth of relevant facts, drawn from different centuries, is 
assembled. ‘There are obvious advantages in thus exhibiting a 
series of composite pictures over the alternative method of 
presenting a strictly chronological narrative. But there is some 
risk of obscuring the process of change; and the danger is in- 
creased, in Chapter I, by Mr. Lipson’s use of the traditional divi- 
sion of industrial evolution into the four stages described as the 
household, gild, domestic, and factory economies. We are now 
told that the vital distinction is that between the workers who 
sell the product of their labour and those who sell the labour 
itself ; and all the former, of whatevef century, are said to fall 
within the gild system. No one, I suppose, has done more to 
bring clearly to our minds the essential characteristics of the craft 
gilds than has Mr. Lipson. Yet he now includes within the gild 
system scores of thousands of semi-independent non-wage-earn- 
ing workers of the eighteenth century, few of whom were mem- 
bers of any corporate body for the supervision of workmanship 
or prices, and the majority of whom had no experience of that 
formal apprenticeship, which, in his first volume, is spoken of 
as ‘‘ the most typical and instructive feature of the gild system.” 
Would it not have been better to confine the term ‘‘ gild 
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system ’’ to the organisation of town labour in the Middle Ages, 
aud to employ, as Professor Gras suggests, some such phrases 
as “independent handicraft’? and ‘‘ dependent handicraft ” to 
make clear the distinction between the seller of his product and 
the seller of labour under domestic industry? 

This source of confusion apart, Mr. Lipson’s long account of 
the woollen industry is enlightening and authoritative, and that 
of the coal industry is satisfactory, though it treats almost 
exclusively of the main field of Northumberland and Durham and 
pays more attention to the trade in coal, and less to the organisa- 
tion of production, than might have been expected in the section 
entitled ‘“‘ Industry.”’ After an admirable account of the iron 
industry the chapter ends, somewhat inconsequently, with a des- 
cription of the quite exceptional concern of Ambrose Crowley. 
Incidentally the statement (on p. 178) that Crowley began his 
career as a working blacksmith is misleading ; he was the son of 
an Ambrose Crowley who had risen to prominence as an iron- 
master at Stourbridge in the seventeenth century. 

In Chapter II we are given a detailed account of the principal 
regulated and joint-stock companies concerned with foreign trade. 
Mr. Lipson accepts the traditional view that the ‘‘ well ordered ”’ 
processes of the Merchant Adventurers were appropriate to the 
conditions of the times, and recent criticisms of their policy are 
dismissed as doctrinaire. It is shown that the advocacy of an 
‘‘ open trade ’’ was largely the outcome of jealousy of London 
on the part of the provinces ; but one doubts whether Mr. Lipson 
has done full justice to the part played by the interlopers in 
opening up new markets. The East India Company is regarded in 
a less favourable light, but the case for the monopoly on the 
grounds of the political services rendered by the company is 
treated sympathetically. 

The third and last chapter of Volume II is concerned with agri- 
culture. ‘The chief handicap to an adequate treatment of the 
topics here discussed is the absence of a reliable index-number 
of prices. It is in the movements of the price level that we shall 
probably some day find an explanation of much that is obscure 
in the transition from occupying ownership to tenant farming— 
just as we shall find in it a key to the accelerations and 
retardations which seem to have occurred in the transformation 
of independent handicraftsmen into wage-earning labourers in 
manufacture. Inadequate as they are, the existing statistics 
might have been more fully utilised : without some consideration 
of the flux of wholesale and retail prices the figures of wages set 
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forth with such profusion (on pp. 386-95) are almost meaning- 
less; and, without it, the discussion of the Corn Laws must 
remain inconclusive. Incidentally, in arriving at his favourable 
verdict on these measures, the author makes no estimate of the 
cost to the taxpayer of the policy of giving bounties on the 
exportation of. corn. 

The piéce de résistance of the work is to be found in Chapter 
IV. Mr. Lipson’s intimate study of the policies of the seven- 
teenth and eighteenth centuries is by far the most illuminating 
study of the theory and practice of Mercantilism that has yet 
appeared. The two hundred pages dealing with Protection, the 
Balance of Trade, the Navigation Laws and the Old Colonial 
Policy are studded with the vivid and stately phrases of early 
pamphleteers ; and we are enabled to penetrate further into the 
minds of the great merchants than heretofore. While by no 
means all readers will be convinced by Mr. Lipson’s protest 
against the epithet ‘‘ Mercantilist fallacy,’’ his dictum that 
the mercantilists were preoccupied with short-period problems, 
while their successors thought only of the long run, is worth 
pondering. In general, it is clear that his sympathies are 
with the authoritarians, but full justice is done to the advocates 
of freedom in trade, and not the least of the services rendered 
by Mr. Lipson is to set Roger Coke in his true position as a 
thinker who, writing before Locke, anticipated many of the liberal 
views the credit for which is often given to economists of the 
eighteenth century. 

Space does not allow of a recital of the various topics dis- 
cussed in the remaining chapters on the Control of Industry 
and the Relief of the Poor. Suffice it to say that they include 
admirable accounts of the rise of banking, of the municipal ante- 
cedents of the Poor Law, and of the problem of settlement. 

The account of the truck system is disappointingly short, and 
no mention is made of the difficulty of ebtaining ready cash as a 
reason for its persistence in spite of the penalties imposed or 
threatened. Again, the yearly hiring of workers is treated as 
though it were the result of governmental edicts aiming at a 
reduction of unemployment, and not something imposed by the 
necessities of early industry. Is it not possible, indeed, that, 
so far from lessening unemployment, the obligation to engage 
men for twelve months, or not at all, may have increased the 
number of out-of-works? 

More than once Mr. Lipson exhibits his distrust of those who 
interpret historical problems in the light of modern ideas. His 
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own danger is that of a too ready acceptance of the case set 
forth in the preambles of statutes and in the ex parte utterances 
of petitioners and pamphleteers. We are told that the State 
aimed at this or recognised that, but we are not always shown 
the interests, selfish or altruistic, of the individuals or classes 
subsumed under the abstraction. Detachment from present- 
day theories is not the supreme virtue; and if economic history 
is to be something more than a branch of archeology its subject 
matter must be interpreted in the light of some social philosophy. 
Read Mr. Lipson’s section on the Merchant Adventurers and 
then read Unwin’s unfinished essay on the same topic; read 
Mr. Lipson on the agrarian problem and then turn to Mr. 
Tawney. To each of them we owe much, but is it certain that 
our indebtedness is greatest to the one who has least pre- 
occupation with the living problems of individual freedom or 
social justice ? 

However, one must not end carpingly. In these volumes Mr. 
Lipson has poured out freely the treasure accumulated by half 
a lifetime of patient research. Most men who attempt treatises 
on such a scale are content to accept the findings of secondary 
authorities; but Mr. Lipson insists on going back to original 
sources and writing the story anew. The method of spade- 
cultivation, which is usually confined to the thesis or the mono- 
graph, is here applied to broad acres; and the labour must have 
been immense. Mr. Lipson’s learning is prodigious, and these 
volumes will remain a rich storehouse for more than our own 


generation of students. 
T. S. ASHTON. 


Prices and Production. By F. A. von HaveK. Routledge. 
Pre 212.2469: 

English-speaking economists will be glad to see this exposi- 
tion of an important part of Dr. Hayek’s theories made available 
to them in their own language. The book is composed of a 
series of four lectures recently delivered by him at the 
University of London. 

The principal thesis of the book is that under-employment 
of the productive resources of a community is due to a diversion 
of demand from producers’ goods to consumers’ goods, a change 
in the “‘ structure of production.” 

Dr. Hayek proceeds by way of an analysis based on the 
theory of capital and interest employed by Jevons and Bohm- 
Bawerk. ‘The ratio of capital employed in production to output 


120 ECONOMICA [ FEBRUARY 


is expressed in terms of time. The use of a greater amount 
of capital for a given process is regarded as prolonging it, or 
making it more ‘‘ roundabout.”’ 

The output of consumers’ goods accruing at any moment of 
time presupposes productive processes extending over a past 
period of time. Land and labour (the ‘‘ original means of 
production ’’) co-operate to produce raw materials, and there- 
after to turn the raw materials into successive intermediate 
products till the final product is completed and sold to the 
consumer. So far as durable instrumental goods are concerned, 
the output of consumers’ goods at any moment is to be regarded 
as employing only a fraction equal to the appropriate deprecia- 
tion allowance, that part ‘‘ which is currently used up and 
renewed ”’ (p. 37). 

If we trace all the intermediate products (whether wholly used 
up in the productive process or contributing a depreciation 
proportion to it) to the original activities of land and labour 
which created them, the result is to express the entire cost of 
the current output of consumers’ goods in terms of land and 
labour and of the periods of time that have elapsed since the 
land and labour were applied. The average of these periods 
measures the degree of capitalisation of production, or the 
“length of the roundabout process of production.’’ 

Dr. Hayek endeavours to simplify his use of this theory by 
assuming that the productive processes can be divided into 
successive stages of production, occupying equal periods of time, 
so that the length of the productive process or the degree of 
capitalisation will be proportionate to the number of stages. 

He takes the case of ‘‘ an increase of money in the form 
of credits granted to producers,’”’ and therefore used to buy 
producers’ goods. This he regards as taking effect exclusively 
in an extension of the period of production. 

There will result certain consequential disturbances. Industry 
has to adapt itself to the new “ structure of production,’’ the 
extended period. In the interval of adaptation there will be 
a reduced supply of consumers’ goods. The consequent rise 
in the prices of consumers’ goods will then tend to reverse the 
previous predominance of the demand for producers’ goods, and 
to shorten the period of production or reduce the number of 
stages again. But this reaction will be staved off for a time 
because “‘ the rise of the prices of consumers’ goods wiil offer 
prospects of temporary extra profits to entrepreneurs. ‘They 
will be the more ready to borrow at the prevailing rate of 
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interest. And so long as the banks go on progressively lending 
it will, therefore, be possible to continue the prolonged methods 
of production or perhaps even to extend them still further ”’ 
(p. 80). 

Progressive inflation, however, must eventually come to an 
end, and, when it does, the shortening of the period of produc- 
tion must at last occur. The means of production have then 
to be adapted to the lower degree of capitalisation. Some inter- 
mediate products (‘‘ non-specific ’’?) can be readily transferred 
from one process to another, but others (‘‘ specific ’’) cannot. 
These latter will no longer be needed. ‘Those who have been 
using them, and still more those who have been producing them, 
will be thrown out of employment. And here is the ‘‘ explana- 
tion of how it comes about at certain times that some of the 
existing resources cannot be used ”’ (p. 85). 

It will be seen that Dr. Hayek explains depression as due 
to shrinkage in the capital used for production, which requires, 
according to Bohm-Bawerk’s analysis, a shortening of the period 
of production. ‘Thereby some of the plant adapted to the longer 
period is made superfluous. 

The originating cause of the disturbance would therefore be 
the artificially enhanced demand for producers’ goods arising 
when the creation of credit in favour of producers supplements 
the normal flow of savings out of income. It is only because 
that cannot last for ever that the reaction which results in 
under-employment occurs. 

This explanation requires a more adequate analysis of capital 
accumulation than Dr. Hayek offers us. In reality only a part 
and probably quite a small part of the annual capital outlay 
of a community is applied to “‘ prolonging the process of produc- 
tion.’’ Most of it is devoted either (a) to providing increased 
output within the existing structure of production, or (b) to 
carrying out improvements due not to intensified capitalisation 
but to technical progress and inventions. 

Over a long period increased output is required by the growth 
of population, which is very slow, but over short periods it is 
often required to meet the increase of demand due to trade 
revival, an increase which may be relatively very considerable. 

Dr. Hayek finds in an increased demand for consumers’ goods 
the motive for the continued borrowing by entrepreneurs, on 
which the credit creation depends. If industry is employed 
up to capacity, the increased demand will, as he assumes, take 
the form of increased prices. But if industry is under-employed, 
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it will take effect mainly in increased output. ‘The borrowing 
will be applied in the first instance to providing increased work- 
ing capital and possibly also to extending the fixed capital of 
the more active industries. When that occurs (and it is a normal 
phase of the trade cycle), no change in the period of production 
or in the “‘ structure of production ”’ is involved. 

It may be assumed that there will normally be a residue of 
capital outlay after the need of increased output under existing 
conditions has been met. But upon this residue newly discovered 
technical processes will have the first claim. Of the technical 
processes previously known those which give more than the 
marginal yield of capital will have been already exploited, and 
there will only remain those just promising the marginal yield. 
But there will be openings for newly invented plant and equip- 
ment which promise more than the marginal yield, and they 
will take precedence. Indeed it undoubtedly happens from time 
to time that the marginal yield is being pushed up by such 
discoveries. 

The immediate cause of a diminution of the intensity of 
capitalisation would be a rise in the rate of interest, which makes 
the most roundabout processes of production unprofitable. But 
that does not mean that the plant used in these processes will 
be put out of action. A piece. of equipment may have been 
installed, of which the yield, in terms of labour saved, is 4 per 
cent. on its cost. If the market rate of interest rises to 5 per 
cent., it would no longer be profitable to install a similar piece. 
But that does not mean that, once installed, it will be left idle. 
The yield of 4 per cent. is better than nothing. And it should 
not be forgotten that, if it is yielding 4 per cent., that is after 
providing a full depreciation charge towards its ultimate 
replacement. - $ 

When the scrapping of plant is hastened on account of the 
discovery of some technically improved process, there is a loss 
not only of interest but of the residue of the depreciation 
allowance that would otherwise have been accumulated during 
its life of usefulness. It is only when the new process promises 
a very substantial gain in efficiency that premature scrapping 
is worth while. A mere rise in the rate of interest could never 
have that effect. 

But though a rise in the rate of interest is not likely to cause 
the scrapping of plant, it may prevent the installation of new 
plant of the kind affected. Those who produce such plant would 
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thus be thrown out of employment, and it is this effect which is, 
I think, the main part of Dr. Hayek’s explanation of trade 
depressions, 

But what is the possible magnitude of the effect? The 
transition from activity to depression is accompanied by a rise 
in the rate of interest. But the rise in the long-term rate is very 
slight, and moreover, once depression has set in, the long-term 
rate is usually lower than ever. 

Changes are in any case perpetually occurring in the 
character of the plant and instrumental goods produced for use 
in industry. Such changes are apt to throw out of employment 
any highly specialised capital and labour engaged in the produc- 
tion of plant which becomes obsolete. But among the causes 
of obsolescence a rise in the rate of interest is certainly one of 
the least important and over short periods it may safely be said 
to be quite negligible. 

It is true that the rise in the short-term rate of interest may 
be large. That is an inducement to traders to ‘‘ shorten the 
process of production’’ by holding less goods in stock. 
Undoubtedly a reduction of stocks of goods is a shortening of the 
process within the meaning of Bohm-Bawerk’s doctrine. But 
that hardly fits into Dr. Hayek’s theory. For it requires the 
finished products ready for sale to the consumer to be counted 
as producers’ goods, and thereby obliterates the distinction 
between producers’ and consumers’ goods upon which the theory 
is founded. 

Probably, therefore, we must interpret Dr. Hayek’s theory 
as relating to the effect of an increase in the rate of interest on 
the production and use of instrumental goods only. 

It is true that he does not expressly attribute the ‘‘ shorten- 
ing ’’ of productive processes to a rise in the rate of interest, 
but to a widening of the price margins between each “ stage ”’ 
and the next. ; 

‘The first effect of the rise of the prices of consumers’ goods 
is that the spread between them and the prices of the goods 
of the preceding stage becomes greater than the price margins 
in the higher stages of production. The greater profits to be 
obtained at this stage will cause producers’ goods in use else- 
where which may be used in this stage to be transferred to it, and 
the all round increase of price margins between the stages of 
production which will follow will cause a widespread transfer 
of non-specific producers’ goods to lower stages Pato: 81). 

But all this is merely an elaborate periphrasis for a rise in 
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the rate of interest. [The items of cost that appear in the same 
stage are simply those which carry the same interest charge. 
The ‘‘ price margin ’’ between the cost of a job at one stage 
and the cost of a similar job at the next stage is interest for 
the period of one stage. 

Dr. Hayek traces the rise in the rate of interest to a rise 
in the prices of consumers’ goods, which pulls up the prices 
of producers’ goods all along the line, but to a diminishing 
extent at each stage as it gets more remote from the consumer. 

He is here supposing that, when incomes are increased, the 
outlay on consumers’ goods will be increased more than in 
proportion to the outlay on producers’ goods. But this is 
hardly tenable. When credit expands, the additional incomes 
arising are largely additional profit, a great proportion of which 
is likely to be saved and so made available for capital outlay. 
It is when credit contracts again that profits and savings shrink. 

It is remarkable that Dr. Hayek does not entertain the 
possibility of a contraction of credit; he is content to deal with 
the cessation of further expansion. He maintains that at a time 
of depression a credit expansion cannot provide a remedy, 
because if the proportion between the demand for consumers’ 
goods and the demand for producers’ goods ‘“‘ is distorted by the 
creation of artificial demand, it must mean that part of the 
available resources is again led into a wrong direction and a 
definite and lasting adjustment is again postponed ”’ (p. 87). 
But if credit is being contracted, the proportion is being 
distorted by an artificial restriction of demand. 

The expansion of credit is assumed to start by chance, or 
at any rate no cause is suggested. It is maintained because 
the rise of prices offers temporary extra profits to entrepreneurs. 
A contraction of credit might equally well be assumed to start, 
and then to be maintained because, the fall of prices inflicts 
temporary losses on entrepreneurs, and deters them from 
borrowing. Is not this to be corrected by a credit expansion? 

Dr. Hayek recognises no cause of under-employment of the 
factors of production except a change in the structure of produc- 
tion, a “‘ shortening of the period.’? He does not consider the 
possibility that if, through a credit contraction or for any other 
reason, less money altogether is spent on intermediate products 
(capital goods), the factors of production engaged in producing 
these products will be under-employed. 

The conclusion at the end of the book that an “ elastic 
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currency is undesirable,’’ and that ‘‘ the supply of money should 
be invariable ’’ is based on this view. If the factors of produc- 
tion are under-employed, that is due to a shortening of the 
productive process, and an increase in the supply of money, as 
soon as it brought about a rise in the prices of consumers’ goods, 
would only make things worse. He concedes that in theory 
an expansion of credit, so regulated as exactly to compensate any 
diversion of outlay from producers’ goods to consumers’ goods, 
and promptly withdrawn as soon as any excess in the prices of 
consumers’ goods was eliminated, ‘‘ might have a wholesome 
effect.’? But he does not see ‘‘ how the banks can ever be in 
a position to keep credit within these limits’ (p. 86). 

Dr. Hayek explains that, when he says that the supply of 
money should be invariable, he means that this should be so 
subject to any changes in velocity. He uses velocity in 
Professor Irving Fisher’s sense, and so he means that the total 
amount of payments made per unit of time should remain 
constant. Thus, if the total volume of transactions increases, 
he would require the price level to fall in the same proportion. 

Having introduced this qualification, he finds (pp. 107-8) 
that the process of increasing or decreasing the supply of money 
so as to compensate for a decrease or increase of velocity involves 
difficulties, which seem to be very much the same as in the 
regulation of an expansion of credit to counteract a trade 
depression. 

In conclusion, I feel bound to say that Dr. Hayek has spoiled 
an original piece of work which might have been an important 
contribution to monetary theory, by entangling his argument 
with the intolerably cumbersome theory of capital derived from 
Jevons and Bohm-Bawerk. This theory, when it was enunciated, 
was a noteworthy new departure in the metaphysics of political 
economy. But it is singularly ill-adapted for use in monetary 
theory, or indeed in any practical treatment of the capital 
market. 

The result has been to make Dr. Hayek’s work so difficult 
and obscure that it is impossible to understand his little book 
of 112 pages except at the cost of many hours of hard work. 
And at the end we are left with the impression, not only that 
this is not a necessary consequence of the difficulty of the 
subject, but that he himself has been led by so ill-chosen a 
method of analysis to conclusions which he would hardly have 
accepted if given a more straightforward form of expression. 

R. G. HawTRrRey. 
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Trade Depression and the Way Out. By R. G. HAWTREY. 
Longmans, Green and Co. 1931. Pp. vilit+84. 2s. 6d. 
Whether one agrees with Mr. Hawtrey’s theories or not, the 
rare clarity and painstaking precision of his theoretical exposi- 
tion and his very exceptional knowledge of facts make anything 
that comes from his pen well worth reading. His latest contrt- 
bution is, in these respects as well as in regard to its main 
contentions, truly representative of his major writings. But, 
as the book before us is at the same time an attempt at a more 
popular exposition of the author’s theory and its application 
to a highly complex phenomenon, one of the characteristics of 
this theory stands out more clearly than in any previous exposi- 

tion. I refer to the author’s tendency to oversimplify. 

It is well known that Mr. Hawtrey considers the trade cycle 
to be ‘‘ a purely monetary phenomenon.’’ There is much to be 
said for this view if the effects of money are traced far enough. 
But, in the author’s view, these effects consist of nothing but 
changes of the price level and all the more far-reaching effects 
on the direction and amount of production are either neglected 
or treated as secondary phenomena exclusively determined by 
the changes in the price level. His insistence upon the relation 
between ‘‘ consumers’ income ’’ and ‘‘ consumers’ outlay ”’ as 
the only relevant factor prevents him from seeing the highly 
important effects of monetary causes upon the capitalistic 
structure of production and leads him along the paths of the 
‘“ purchasing power theorists ’’ who see the source of all evil 
in the insufficiency of the demand for consumers’ goods. 
Depression, according to Mr. Hawtrey, ‘‘ is the result of undue 
contraction of incomes and, therefore, of demand in terms of 
money ’’ (p. 24). Against all empirical evidence, he insists that 
““the first symptom of contracting demand is a decline in sales 
to the consumer or final purchaser ”’ (p. 36). In fact, of course, 
depression has always begun with a decline in the demand, not for 
consumers’ goods but for capital goods, and the one marked 
phenomenon of the present depression was that the demand for 
consumers’ goods was very well maintained for a long while 
after the crisis occurred. But this can hardly be explained 
without a close analysis of the factors which determine how 
much of such capital goods will be needed at any given moment— 
factors which are by no means identical with the intensity of 
the demand for consumers’ goods but, on the contrary, with the 
magnitude of the means available for investment relatively to 
the demand for consumers’ goods. Mr. Hawtrey neglects these 
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factors almost completely and more or less treats the process 
of production as if it were still a hand-to-mouth system where, 
indeed, nothing but the demand for consumers’ goods would 
determine the general level of all prices; for such a system, his 
treatment would be quite adequate. But the existing, capitalistic, 
system of production is somewhat more complicated and what 
Mr. Hawtrey, in common with many other English economists, 
lacks is an adequate basic theory of the factors which affect this 
capitalistic structure of production. That this, unfortunately, 
should be so is altogether unnecessary, since it was one of the 
great English economists, W. S. Jevons, who laid the foundations 
upon which Bohm-Bawerk and Wicksell constructed the modern 
theory of capital. 

In Mr. Hawtrey’s case, again as in the case of many other 
economists, the effect of this neglect of the changes in the 
capitalistic structure of production during the cycle is that the 
only explanation he can find for the depression is a process of 
deflation. And the only, and sufficient, remedy for the crisis 
which he advocates is, therefore, quite consistently, ‘‘ concerted 
action by the central banks to expand credit’ (p. 82). He is 
very much inclined chiefly to blame the Bank of England for 
what he considers its ‘‘ contractionist policy,’’ since ‘‘ the 
price level that was determined by credit regulation in London 
was the world price level ’’’ (p. 26). Curiously enough, he seems 
to extend these strictures on the policy of the Bank of England 
even to the period before 1929, though according to his own 
criterion—the rise in the prices of the original factors of produc- 
tion—it is clear that, in that period, the trouble was too much 
credit expansion. ‘‘In 1929,’ Mr. Hawtrey writes, ‘“‘ when 
productive activity was at its height in the United States, wages 
were 120 per cent. higher than in 1913, while commodity prices 
were only 50 per cent. higher’ (p. 51). Even if we take into 
account the fact that the greater part of this rise in wages took 
place before 1921, it is clear that we had much more credit 
expansion before 1929 than would have been necessary to main- 
tain the world-wage-level. It is not difficult to imagine what 
would have been the consequences if, during that period, the 
Bank of England had followed Mr. Hawtrey’s advice and had 
shown still less reluctance to let gold go. But, perhaps, this 


™ would have exposed the dangers of such frankly inflationist 


advice quicker than will now be the case. 


F. A. von HAYEK. 
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The New Survey of London Life and Labour. Vol. II. London 
Industries: I. P. S. King. Pp. 492. 17s. 6d. 

Volume II of the New Survey of London Life and Labour 
is the first of two Parts which are being devoted to metropolitan 
industries. It furnishes a comprehensive appraisal of present- 
day conditions in a group of trades which employ nearly a half 
of the working population of London, viz. building, engineering 
and metal, furnishing and wood-working, clothing, boot and 
shoe making and repairing, dock and domestic service. ‘The 
reader cannot but admire the painstaking nature of the research, 
the skill with which the varied statistical material has been 
used and the lucidity which characterises the presentation of 
the results. 

A comparison of the data utilised by the present investigators 
with those which were at the disposal of Charles Booth affords 
an interesting commentary on the profound changes in our 
social order in the last forty years. ‘The wide extension of 
social services has brought into existence as a by-product 
certain unique sources of statistical information, as an example 
of which we need only refer to the invaluable figures derived 
from the working of the Unemployment Insurance system. 
Apart from special inquiries.and personal observation, Booth’s 
mainstay was, of course, the Population Census. Since 1891 
the range and quality of the data yielded by the Census (partly 
as a result of Booth’s work) have undergone considerable 
development and refinement, and the New Survey is able to 
profit by the unprecedented wealth of material furnished by the 
1921 Census. By this time the difficulties of inquiry in this 
field are due less to paucity of means than to the need for care 
in interpretation and in ensuring comparability over time and 
space. 

Each industry has been investigated from important angles, 
e.g. employing capacity and geographical distribution, wages 
and earnings, the scale of the business unit, the status of the 
skilled worker, trade organisation, industrial relations, hours, 
conditions of labour and technological development. ‘The net 
has been cast over so wide an area that the reviewer must 
content himself with merely noting a few of the significant facts 
that are brought to light. In the first place the swift progress 
of mechanisation is having a profound influence on industrial 
structure. As Sir Hubert Llewellyn Smith points out in his 
admirable Introduction, ‘‘it is fast making obsolete the old 
bipartite distinction between skilled and unskilled labour and 
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a graduated series of specialised process workers are becoming 
the most characteristic figures in mechanical industry.’ ‘This 
development is having an effect on the sex- and age-composition 
of the labour force, since process work enlarges the relative 
scope for the employment of females and juveniles : moreover 
it has led to a wider adoption of piecework systems of remunera- 
tion, a decline in the status of craftsmanship and the displace- 
ment of apprenticeship by institutional training. 

Changes of a technical character are also stressed. The 
furnishing and wood-working trades reflect the tendency for 
metal to oust wood in several uses, from nursery furniture to 
the patent air-tight ‘‘ shells’? which are in increasing demand 
owing to the vogue of cremation. One may mention, in passing, 
that the conditions of supply in the coffin-making industry 
appear to deserve further study: a ‘‘ cost of dying ’”’ index 
for the last forty years might have been of interest! 

The provision of a special return based on the Ministry of 
Labour’s exchange of insurance books in 1930 made possible 
an interesting analysis of the scale of the business unit in the 
various industries. ‘The stubborn persistence of the small firm 
alongside of the large-scale factory is one of its striking 
revelations. Even to-day Greater London contains no less than 
7,100 tailoring establishments of which only 45 employ Ioo0 
or more workers. ‘The dark patches of ‘‘ sweated ’’ occupations, 
upon which Charles Booth threw such a lurid light, have almost 
completely disappeared; but that ugly epithet must still be 
applied to the conditions prevailing in the cheaper end of the 
ready-made shoe and slipper trade of East London. ‘The 
marked improvement since the nineties in such trades as 
tailoring, shirt-making, dress-making and millinery is a signi- 
ficant tribute to the Trade Board system, and those who are 
sceptical of the long-run economic soundness of any “‘ inter- 
_ ference’? with the ordinary mechanism of wage determination 
are confronted with some hard facts in this volume. 

The new forces modifying the location of industries also merit 
attention. ‘The analysis shows that as a general rule the large 
and well-equipped firms tend to be established on the outskirts 
of London, while the old-fashioned small-scale concerns cling 
with surprising tenacity to the original locations. 

The remarkable amelioration of the conditions of employment 
at the docks and the progress made towards complete decasuali- 
sation make very encouraging reading. Domestic service, the 
largest occupation for females in London, has passed through 
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some interesting phases. Money wages have risen since the 
nineties from 130 to 190 per cent, according to age and type 
of service; the proportion of older women has increased ; there 
is a greater demand for non-residential service and a high degree 
of mobility. It would be illuminating if we could be shown 
which areas and occupations in the provinces have contributed 
to the inflow of servants in recent years. 

Close attention is devoted to wages, earnings and the 
regularity of employment; in this connection it is necessary to 
emphasise that the problem of under-employment in different 
industries is worthy of careful study, for it is possible that 
the Ministry of Labour’s unemployment figures may sometimes 
be a little misleading. 

The remaining volumes of the New Survey will be eagerly 
awaited ; and, when completed, this work promises to provide 
not only a valuable searchlight on economic and social condi- 
tions in London but also a fertile source of material which 
will help us to attain a deeper understanding of the phenomenon 
of the metropolis. 

BRINLEY THOMAS. 


France: A Regional and Economic Geography. By H. ORMSBY. 
London: Methuen & Co. 1931. Pp. 494. Price ats. 


Till quite recently it has been a reproach to British geo- 
graphers that they have not produced many books treating their 
subject on a university standard. ‘This has been particularly 
true as regards regional geography, and this branch, apart from 
the British area, has indeed been somewhat neglected. This 
reproach is now in course of being removed, and the appearance 
of Mrs. Ormsby’s book marks the advance which is being made. 
Amply illustrated by sketch-maps and diagrams, furnished with 
full references to books, to papers and to large-scale maps, both 
geological and topographical, and based upon wide knowledge 
both of the country itself and of its literature, the book must 
prove invaluable to the student. Here, for the first time, he will 
find a detailed study of the French lands in his own tongue. 

On the title-page the book is described as a regional and 
economic geography. As is indicated in the preface and con- 
firmed by a study of the contents it might perhaps be more 
accurately described as an economic study of the regions of 
France, the regions being mainly based on the great river basins. 
The mass of the book is indeed taken up by the regional studies, 
the introductory section being short and dealing mainly with 
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climate. The only other general section is Part III, Economic 
Geography, divided into three chapters devoted to Agriculture, 
Industry and Communications, and having a valuable appendix 
giving a large number of statistics. This arrangement means 
that the student is plunged into detailed regional studies with 
comparatively little preparation, and makes the book difficult 
reading for those who approach it without a good deal of pre- 
liminary knowledge. On the other hand, the method is but an 
expression of a notable fact—there is here no padding, no attempt 
to shirk difficulties, no encouragement to those who think of 
geography as an easy option, and of France in particular as a 
country which can be summed up in a few generalised state- 
ments. ‘Those who work steadily through the book will learn 
much, but they will find close application necessary ; few con- 
cessions are made to the weaker brethren and none to the lazy. 

It is almost impossible to express too much gratitude for 
the maps and diagrams, which must have represented an enormous 
amount of time and labour. In them as in the text a sustained 
effort has been made to present facts, hasty generalisations being 
as scrupulously avoided as those devices by which an incomplete 
analysis can be masked. In many cases the reproduction is 
effective, Fig. 45, showing the site of Lourdes, being an excellent 
example. In other cases it has been marred by mechanical 
stipple superimposed on the hand work—with a literal darken- 
ing of the issue. It seems also doubtful whether the conversion 
of the original metric contours into feet is desirable. For most 
advanced students such a figure as 600m. is probably more 
easily grasped than its awkward equivalent of 1,988 ft. But we 
may reasonably look forward to many re-issues in which the 
format of the book will undergo minor changes. Meantime, 
hearty congratulations may be offered to the Department of 
Geography at the School on a notable addition to its already 
considerable output of books of high standard. 

Marion I. NEwBIGGIN. 


The Geography of London River. By Li. RODWELL JONES. 
Methuen & Co. 1931. With 75 maps and diagrams and 
45 plates. Pp. 184. Price ais. 

London River, i.e. the Thames below London Bridge, has 
long merited a special geographical description ; for it is closely 
related, not only to the development of the Port of London, but 
also to that of the Metropolis itself. Neither can be understood 
except in relation to the other. Now it is often difficult, even 


132 ECONOMICA [ FEBRUARY 


in apparently simple instances, rightly to assess the importance 
of particular factors which have been instrumental in deciding 
the fate of a settlement or of a port; it is exceedingly difficult in 
so highly developed an organism as the Port of London. What 
manifold forces are shown to have been at work here ; natural con- 
ditioning factors of place and site ; economic, social and political 
influences; growth of technique in shipbuilding and in harbour 
and dock construction; local and foreign competition—and all 
these repeatedly changing in the course of time! The geographer 
is interested first of all in local factors affecting site, their 
origin and their, mode of interaction ; but he has also to take into 
consideration the way in which they have been continuously in- 
fluenced by other factors, not themselves of local origin. 

The Port of London and its history have been repeatedly des- 
cribed. The most important presentations of recent years have 
been Sir Joseph Broodbank’s History of the Port of London, and 
Sir D. Owen’s Port of London (1927). Now, in the present 
work, Professor Rodwell Jones has made for the first time an 
attempt at a large-scale geographical presentation. He does not 
limit himself to a description of the port during the last one hun- 
dred years, nor to detailing the tonnage and value of goods that 
enter into the trade of the port. - He is more concerned to analyse 
the interplay of forces whose resultant the port is; its appear- 
ance, function and significance. He is concerned to explain the 
working of an organism which is among the most unique crea- 
tions of Man, and yet is deeply grounded in local conditions. Cer- 
tainly no living geographer is better suited to such a task than 
this authority on the nature and function of London River. 

To attempt to go into detail in so short a space, or merely 
to enumerate the subject-matter of the chapters would give but 
a poor idea of what this work signifies. We will content our- 
selves, therefore, with a few remarks‘on the general outline. 

The development of the great port cannot be understood with- 
out a knowledge of the natural site. The author, therefore, 
rightly devotes his introductory chapter to this subject. Among 
the natural forces, the water economy of the estuary naturally 
plays the leading part. It is controlled essentially by the 
tides. The author comes back to the subject later in a section 
remarkably clearly written, in spite of the difficulty of the 
material (Chapter VI). The natural changes in the river-bed 
have always been of the greatest importance to the traffic in the 
estuary, hence they are demonstrated with the greatest thorough- 
ness by comparing earlier and later charts. A vital question for 
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London is the breadth and lie of the fairway, and the con- 
siderable extension of the shoals since the development of large 
shipping. Hence man has played his part among the natural 
forces of London River by constructing embankments and 
bridges, by dredging and so forth. The introduction of modern 
technique was just as essential for these purposes as for the 
enormous growth of traffic and the expansion of the port facili- 
ties, which, on their side again, are intimately associated with 
the growth of London. 

What the nineteenth and the earlier decades of the twentieth 
century have accomplished, will best be made clear by a com- 
parison of the conditions at the beginning of the nineteenth 
century (Chapter IV) with the middle of the same (Chapter 
VII), the traffic of the modern port and the docks of the Port 
of London (Chapters IX and X). This last and greatest expan- 
sion is particularly striking in comparison with the first begin- 
nings and the slowness of the early development (Chapters II 
and III). Most interesting in this connection are the trans- 
formations in the functions of the port and its lay-out, and the 
changes which have taken place in the traffic of the river itself. 
There is much interesting information as to the function of the 
port in regard to London as a residential city, as to the place it 
holds in the trade of England and of the rest of the world. 

Taking it all together, the author has amply carried out his 
task. Nay, the geographer may, perhaps, be of opinion that, 
here and there, he has spread his net too wide for the demands 
of a geographical account, for example in his details of the 
history of the extension of the port. But, as a matter of fact, the 
book is not intended exclusively for the professional geographer, 
and even he will thankfully mark many of the observations on 
ancient routes and traffics which are valuable from the point of 
view of the history of settlement and trade. Everywhere the 
author draws on the official sources of information. His style 
is vivacious and stimulating. His vivid presentation is enhanced 
by numerous authentic tables, sketch maps, diagrams and illus- 
trations. The statistical matter, much of it only obtained with 
difficulty, has been brought up to date. Only a few printers’ 
errors have been overlooked (e.g. halocene for holocene). 

We must warmly congratulate the author on his work. We 
wish all the more strongly that the other great English ports 
might be dealt with individually and with equal thoroughness, 
by geographers. Only then will it be possible to study them 
comparatively. In the meantime such an attempt as J. Schultze’s 
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Die Hafen Englands (1929) is a risky proceeding with insufficient 
material. Still less hope of success attends a comprehensive 
comparative geography of the world’s ports. Yet some of them 
to-day would make very interesting comparisons. Does one not 
feel tempted, for example, in reading the present book—sz licet 
parva componere magnis—to compare with the geographical 
development of the Port of London that of Bremen, for which 
there exists such excellent material. May Professor Rodwell 
Jones’ book be the first step on the way to a great geography of 
world ports. 
J. Séitcu (Heidelberg). 


Peninsular Europe. By L. W. Lype. Longmans. 1931. 
Pp. 310. tos. 6d. 


Students of historical geography should be grateful to Pro- 
fessor Lyde who ventures again into a difficult field which has 
been hitherto largely avoided by English writers, historians and 
geographers alike. His work is not an essay in historical geo- 
graphy in the modern sense : it does not seek expressly to depict 
the human geography of regions at various stages of time. 
The sub-title of Peninsular Europe is ‘‘Some Geographical Pere- 
grinations, Ancient and Modern,’? and what Professor Lyde 
attempts to do is to assess, in the light of anthropological, his- 
torical, and political facts, the influence of physical geography 
and climate on the political or regional units of continental and 
Mediterranean Europe which he has selected. The result of his 
study is to suggest numerous correlations between human pheno- 
mena and physical conditions of environment, and his book 
provides abundant material for the critical student and for the 
discussion circle. 

The reader who is unacquainted with Professor Lyde’s books 
should be warned that in writing hé avowedly expresses his 
sturdy political views which, in fact, tend to pervade the whole of 
the book ; that he dislikes the ‘‘ Prussian racial type,’’ and would 
almost—one is tempted to think—equate the German to the 
“ Hun ”’; and that his literary style is essentially racy, allusive, 
often dogmatic, at times witty or epigrammatic, and seldom dull. 
The main defect of the book—and it is academically a serious 
defect—is a tendency to over-generalisation and to a too facile 
simplification of complicated problems on which physical geo- 
graphy and climatic geography can shed only one ray of light. 
When he has indicated so many certain interrelations between the 
natural environment and human life in both historical and pre- 
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historic times, it is a pity—for it does applied geography a dis- 
service—that he should strain after more dubious and occasionally 
absurd correlations. It does seem a little facile to explain the 
origin of the Great War largely in terms of the intrusion of Asiatic 
patriarchalists into the “‘ isthmian triangle ”? which is enclosed by 
lines drawn to connect Danzig, Venice and the Danube mouth 
(p. 4). It is hardly reasonable to connect the oceanic development 
of Portugal with the alleged inheritance by Prince Henry the 
Navigator, through his English mother, of the ‘“‘ instincts of 
an island race ’’ (p. 102), or to attribute the success of the French 
in expelling the English from France to the fact, partly untrue, 
that British kings had stopped speaking French and marrying 
French wives (p. 65). And it is rather a shock to one’s geological 
conscience to read, in an interesting chapter on Spain, that ‘‘ the 
young folded mountains run out into, and are abruptly truncated 
in, the Atlantic, at the transverse western end of the Cantabrian 
system ”’ (p. 80). Nor is one convinced that the bright light of the 
Mediterranean reduced the Goths—who had come from the north 
—to ‘‘ quarrelsome neurotics’’ (p. 108). It will be generally 
admitted that climate has psychological effects, but in the present 
state of our knowledge these influences in the past would scarcely 
seem measurable. 

The book has no bibliography which would have been helpful 
to students venturing on ground, unfamiliar in either its historical 
or its geographical aspect. The text is illustrated by some useful 
sketch maps, but it seems unnecessary to waste space just to 
show that Toledo stands in the middle of the Iberian peninsula. 
But when all is said and done, it remains true that, despite the 
personal prejudices and the sweep of its generalisations, Penin- 
sular Europe is a good book for the sceptical and thinking student. 
It has qualities which university textbooks often lack. It is 
eminently readable and it is continually challenging and sug- 
gestive. It is not, therefore, a red herring in the student’s path 
but rather a red rag to incite him, in reaction, to question and to 


think critically for himself. 
W. G. East. 


Railroad Valuation and Fair Return. By SHAO-TSENG Wu, 
Ph.D. University of Pennsylvania Press. 1930. Pp. xxiv+ 
233. 

The Railways Act of 1921 imposed upon the Railway Rates 

Tribunal the duty of fixing rates and charges in such a way as to 

earn a standard net revenue, equivalent (with minor, though 
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fairly well defined, additions), to the aggregate net revenues 
earned by the amalgamated companies in the year 1913. The 
Transportation Act of 1920 (U.S.A.) was less specific in its 
provisions, and directed the Interstate Commerce Commission 
to fix railway rates in such a way as to enable the railroads as a 
whole, or in certain groups, to earn a “‘ fair’ return upon their 
ageregate value. To determine ‘“‘ What is a fair return?”’ is 
made all the more complex and prolonged seeing that their inter- 
pretation is at any time open to revision by the Courts lest it 
should prove to be ‘‘ confiscatory ’’? and therefore unconstitu- 
tional. 

To carry out their duty the Interstate Commerce Commission 
have endeavoured, first, to determine what is the aggregate value 
of the American railroads, and second, what is a fair rate of 
return. Mr. Wu’s book makes it clear that, so far at any rate, 
neither in the minds of the Commissioners themselves, nor in 
the mind of Mr. Wu himself, has there emerged any body of 
knowledge, or set of principles, adequate to serve as an acceptable 
basis for the determination of these unknown quantities. 

In turn such considerations as “‘ original cost,’’ ‘‘ cost of 
reproduction,’’ and ‘‘ market value,’’ are examined as bases for 
valuation : in turn, they are proved to be wholly inadequate as 
a solution to the problem. Each deserves some weight under 
certain circumstances. But as to how much weight, under what 
circumstances, there is no definite answer. 

For a student of transport, keen to acquire a knowledge of the 
most important aspect of the railway situation in the United 
States to-day, this book is to be warmly recommended. For the 
student of economics intent upon contributing towards the solu- 
tion of one of the unsolved problems associated with the control 
of public utilities, I do not think Mr. Wu’s work presents any- 
thing that is new by way of thought or illuminating by way of 
facts. The book is also disappointing in that Mr. Wu declines 
to give even an indication of how he would remedy the present 
position of uncertainty and confusion. 


GILBERT PONSONBY. 
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Civil Responsibility towards Private 
Persons in French Administrative Law 


By RoGER BONNARD 
(Professor of Law at the University of Bordeaux) 


It is generally admitted in modern states that private persons 
can plead some degree of civil responsibility when the activity 
of the state results in injury to them. It is admitted that they 
have a certain right to reparation for this injury, and this 
admission implies on the part of the state some obligation to 
make reparation. But different national legal systems show 
considerable differences in their systems of responsibility, of 
which many are possible. In the first place, the responsibility 
may be borne either by the public authority or by the civil 
servant in question. Further, the responsibility of the public 
authority may be admitted for all the functions of the state, 
or limited to one of them, usually that of administration. 
Thirdly, the responsibility of the public authority for the 
administrative function may be of greater or less extent accord- 
ing to whether their irresponsibility for certain administrative 
acts is or is not admitted and according to the grounds of 
such admission. Finally, there is the question of the com- 
petence of the various courts concerned. 

An examination of the practices of various states reveals 
a considerable hesitation in the choice between the several 
solutions of the problem of administrative responsibility. ‘The 
hesitation is due to the fact that both theoretical principles and 
opposing interests are involved. Supporters of rival theories 
and interests offer different solutions according to the principles 
they profess or their attachment to one interest rather than 
another. 

The theoretical principles at stake are the sovereignty of 
the state and the bases of civil responsibility, by which we 


* The translation of the original MS. in French is the work of Mr. W. 
Pickles. 
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mean the state as a person possessing or exercising a will 
superior to that of private citizens and responsibility in so 
far as it is founded on the idea of fault or of risk. 

The opposing interests are, in the first place, that of the 
public authority, which requires that the responsibilities 
accepted by it shall not be so extensive as to impose upon it 
excessive financial burdens, and in the second place, that of 
the injured person, which requires a wide responsibility and 
demands, moreover, that the authority rather than the official 
shall be held responsible because of the risk of insolvency of 
the latter, as opposed to the certain solvency of the former. 
Finally, the interest of the public service and its efficient 
functioning must demand a certain limitation of administrative 
responsibility, since, if it be too extensive, fear of incurring 
it may lead to paralysis of the service. Yet this same interest 
requires that some measure of responsibility shall be laid upon 
the official as a possible penalty and an encouragement to 
efficient performance of his duties. 

States have hesitated equally over the question of judicial 
competence. The methods contemplated and practised have 
been the competence of the ordinary courts, of special courts, 
or of administrative courts. For on the question of competence 
depends in fact the extension of responsibility to all administra- 
tive functions and the possibility of getting rid of certain 
conceptions regarding the basis of responsibility. In particular 
it has been suggested that suits against officials should require 
a procedure carrying some special protection for the official. 

All these difficulties arising from the variety of the interests 
and attitudes concerned have been encountered in the organisa- 
tion of French administrative law, and the present position has 
only been reached after much groping. The French solutions 
of the various problems are as foltows. 

Responsibility may be borne, not only by the public 
authority, but also by the official. The responsibility of the 
former is in principle limited to injuries caused by administra- 
tive activity, but extends to all acts of administration. On the 
other hand, it is not strictly a responsibility for fault in the 
sense of the civilian theory, some concession being made to 
the idea of responsibility for risk. Disputes regarding responsi- 
bility are within the competence of the administrative courts. 

French administrative law has succeeded in reaching these 
solutions, partly by rejecting or modifying the theoretical 
principles in question—responsibility of the state and responsi- 
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bility for fault—but mainly by taking account of the interests 
involved and endeavouring to do justice to all of them. 
Confronted with the task of setting out here the essential 
rules of the French system of administrative responsibility, 
I shall seek especially to show that the two main causes of 
its development are the critical works modifying or rejecting 
certain theoretical principles and the efforts to harmonise 
opposing interests. I shall pass over the special kinds of 
responsibility established by certain laws, and shall consider 
only the field of common law—that is, the law which is 
applied in the absence of any special text, for the system has 
been worked out by jurisprudence, and especially by the juris- 
prudence of the Conseil d’Etat, without reference to any text.? 


I 


When an injury is due to the activity of the state or of 
another public authority, responsibility may be borne by the 
public authority or by its agent, the official responsible for 
the injury. Anglo-Saxon legal systems reject in principle, 
at least in so far as the state is concerned, any responsibility 
of the public authority and place it exclusively upon the official, 
and even then with certain exceptions. The principle of French 
administrative law, on the other hand, is to admit the responsi- 
bility of all public authorities, without rejecting that of the 
official. In other words, responsibility is borne, sometimes 
by the authority, sometimes by the official, sometimes even by 
both. The rules regarding its apportionment are as follows : 

1. When the injury is the result of a fault ascribed to an 
official a distinction is made between faults which are or are 
not ‘‘ detachable ’’ from the office, detachable faults being those 
which can be said to exist independently of the performance 
of a public function, and non-detachable faults those which can 
be appreciated only by taking account of the function. If the. 
fault is not detachable, there is what is called a fault in 
the service (faute du service), and responsibility falls upon the 
authority. If it is detachable, there is a personal fault (faute 


1 On the French system of administrative responsibility, in addition to the 
works on administrative law by Berthélemy, Bonnard, Hauriou, and Rol- 
land, consult: Duguit, Traité de droit constitutionel, 3° édit., 1930, Ill, 
pp. 459 sqq., Laferriére, Traité de la juridiction administrative, 2° édit., 1896, 
Il, pp. 155 sqq., Teissier, La responsabilité de la puissance publique, 1909 
(extrait du Répertoire de droit administratif Becquet-Laferriére, V° Respons- 
abilité). On the most recent position of the French system v. especially the 
remarkable work of Duez, La responsabilité de la puissance publique, 1927. 
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personelle) on the part of the official, who may in consequence 
be held responsible. Once this principle was laid down, how- 
ever, it became necessary to establish definitely when and in 
what conditions the fault is detachable. On this point French 
jurisprudence has made considerable efforts to reach a certain 
degree of precision. In deciding whether the fault is detachable 
account is taken, either of intention to do injury on the part 
of the official, or of the seriousness of the fault. Thus, for 
example, if the prejudicial act is a penal offence the fault is 
considered to be detachable. But it must be admitted that 
in spite of the apparent precision of this principle, its application 
often gives rise to hesitation and uncertainty. 

2. This first rule for apportionment of responsibility is com- 
pleted by a second and more recent rule, which establishes a 
certain duality of responsibility. It had long been agreed that 
the personal responsibility of the official excluded any respon- 
sibility on the part of the public authority, but to-day the 
possibility of concurrent responsibility on the part of both is 
admitted. For this double responsibility to exist, it must be 
possible to distinguish in the prejudicial act both a fault in 
the service and a personal fault on the part of the official. In 
these circumstances, the injured person can take proceedings 
either against the authority or against the official, or against 
both at once. If he obtains a verdict against both, he can, 
of course, only be indemnified once. If compensation is paid 
by the authority, the latter can be subrogated to the claim 
for compensation which the citizen holds against the official 
by virtue of the decision of the court. 

But if the plaintiff has not sued the official, the public 
authority cannot invoke his personal responsibility. No action 
for relief against the official, as in German administrative law, 
is possible.” ° 

This system of personal responsibility on the part of the 
official arises solely from consideration of the interests involved, 
and was established with a view to securing a certain equilibrium 
between them. The idea of placing some responsibility upon 
the oficial was suggested in the interests of the public service, 
it being felt to be desirable to establish some penalty capable 


2 The distinction between the faute personelle and the faute du service 
was established by numerous decisions of the Conseil d’Rtat and the Court 
of Conflict. On the question of duality of responsibility the chief decisions 
are: Cons. d’Kt., Lemonnier, 26 juillet 1918, Recueil des arréts du Conseil 
See! p. 772. Clef, 13 mars 1925, Id., p. 266. Bodson, 29 décembre 1926, Id., 

. 1186. 
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of encouraging the official to avoid serious negligence. The 
admission of his civil responsibility constitutes such a penalty 
and thus contributes towards securing the efficient working 
of the public service. 

But this personal responsibility of the official does not work 
in the interests of the injured citizen, because of the risk of 
insolvency of the official. It can even produce the paradoxical 
situation in which the citizen is less sure of indemnification 
in case of serious fault, than in case of one less serious, because 
in the latter case responsibility is borne by the authority. 
For a time, in the interests of the injured citizen, responsibility 
of the authority was largely substituted for that of the official. 
It was then realised that this meant the loss of a means of 
influencing the official and that it was undesirable in the 
interests of the public service that the official should be almost 
entirely irresponsible. Hence the present rule of dual responsi- 
bility, which admits responsibility both of the authority and 
the official, in so far as they can co-exist. In this way an effort 
is made to re-establish some measure of responsibility of the 
official in the interests of the service, without thereby preju- 
dicing those of the injured person, who can turn to the authority, 
and thus avoid the risk of taking action against an insolvent 
person. 


Il 


A second fundamental feature of the French system is the 
distinction, for purposes of civil responsibility of the authority, 
between three kinds of state activity—legislative, administrative 
and judicial. The rule on this point is that liability can only 
be incurred by a public authority for injuries caused by the 
administrative function; injuries caused by legislative and 
judicial functions do not carry any right to compensation,” 
unless provision is expressly made by law. Such provision 
is only made in very exceptional cases, for instance, among 


3 For irresponsibility in legislative matters, v. Cons. d’Et., Société Ed. 
Premier 29 avril 1929, Rec., p. 424. Embry, 18 juillet 1924, Id., p. 707. 

Declarations regarding irresponsibility of the state in judicial affairs are 
made by the ordinary courts. In these affairs, the Conseil d’Etat confines 
itself to declaring itself incompetent by reason of the separation of powers : 
it regards itself as unable to pronounce upon a liability incurred by the judicial 
function. Cons. d’Et., Tric., 20 février 1924, Rec., p. 193. Peretti, 23 mars 
1927, Id., p. 371. Davin, 23 juin 1928, Id., p. 786. The Court of Conflict has 
confirmed this decision by declaring that only the ordinary courts can be 
competent to decide upon the responsibility of the state in judicial affairs. 
Confl. Rivelli, 11 juillet 1927, p. 774. 
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the laws forbidding the exercise of certain trades or industries, 
there are some which provide for the indemnification of those 
dispossessed by the law. In questions of penal jurisdiction, the 
law of July 8th, 1895, and of March oth, 1932, recognises the 
right to indemnification of persons whose innocence has been 
recognised after revision of a case previously decided. 

Efforts have been made to explain this irresponsibility on 
theoretical grounds. Thus, in the case of legislative irrespon- 
sibility it has been said that since the legislative function 
represents the highest expression of the sovereignty of the 
state, no responsibility can be incurred on its account. It has 
also been claimed that, since an injury capable of entailing 
civil responsibility must be a personal injury, such responsi- 
bility cannot arise from the exercise of the legislative function, 
in view of the general and impersonal nature of legislation. In 
the case of judicial irresponsibility, the principle of finality, 
which forbids the reopening of a case which has once been 
decided, has been advanced. 

Whatever may be the value of these theoretical arguments— 
and some of them are contestable—it is not they, in fact, which 
have given rise to these two cases of irresponsibility. The 
decisive reasons are of a practical nature, and arise from the 
interests concerned. For the risks of injury from the legisla- 
tive and judicial functions are considerable in number and 
extent. Most laws impose restrictions on the activities of 
citizens and can thus cause injury. Judicial decisions being 
often of a delicate nature, and liable to cause serious injury, 
the interests of the public service and of the public treasury 
demand irresponsibility : the former because the fear of causing 
injury and incurring liability would paralyse the public services, 
the latter because very heavy burdens might result for the 
national finances.* i 


Ill 


French administrative law admits, then, that civil respon- 
sibility of the administration may arise from the exercise of 
the administrative function. The problem then arises of 
determining precisely to what extent this responsibility is 
recognised. The present rule may be stated thus: the public 
authority is held responsible for all administrative activities 


4¥For the critique of legislative and judicial irresponsibilit i 
Duguit, Dr. Const., III, pp. 537 sqq. : if apa ke ao 
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without distinction, with the necessary proviso that the injury 
shall result from bad organisation or inefficient working of the 
service, except where an exceptional risk has been created by 
the administration. It now remains to set out in detail the 
meaning and scope of this rule, to examine the theoretical 
problems which had to be surmounted and the interests whose 
claims had to be considered before it could be formulated. 

The problems of theory encountered in working out a system 
of civil responsibility of public authorities arise on the one 
hand from the conception of the state as a person invested with 
sovereignty, and on the other hand from the traditional concep- 
tion of civil responsibility as necessarily founded on fault. It 
may therefore be necessary to abandon the concept of sovereignty 
and replace the old idea of fault by the modern idea of risk, 
as the basis of civil responsibility. French administrative law 
has, in fact, reached its present position by rejecting both the 
above-mentioned concepts. 

The first difficulty results from the attribution to the state 
of a sovereignty which on the administrative side takes the 
form known as “‘ sovereign power ’’ (puissance publique), and 
which, in fact, is incompatible with any responsibility of the 
public authority,” whether founded on the idea of fault or on 
that of risk. 

In the first place, the activity of a sovereign power cannot 
give rise to a responsibility for fault, since the fault which 
forms the basis of the responsibility consists essentially of a 
certain irregularity from the point of view of the law. An 
act constitutes a fault when it is not what it should be in law. 
But the sovereign cannot be guilty of such an act; as English 
law says, the King can do no wrong. ‘The fact is, indeed, 
that a sovereign power is superior to all other powers and 
would cease to be sovereign if subject to the law. But if 
the sovereign is not subject to the law, none of his acts can 
be contrary to law, none of them can constitute a fault. The 
Germans, it is true, in their famous theory of “‘ self-limitation,”’ 
have tried to show that the sovereign state can be subject to 
law, that it can be a “‘ Rechtsstaat.’”? But even the German 
theory does not really prove the subjection of the state to law, 
for it is one thing to accept a rule voluntarily, and quite another 
to be subject nolens volens to its imperative. 

Nor can a sovereign power incur responsibility for risk. Such 
responsibility implies that a risk of injury has arisen from a 


5 On this idea v. Duguit, Dr. Const., III, p. 460. 
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given act, and that if the risk materialises, the person benefiting 
from the act must make reparation for the injury thus caused. 
It is not necessary for the injury to result from a wrongful 
act, therefore it is not from the principle. that the sovereign 
can do no wrong that irresponsibility arises, but from another 
cause. 

Responsibility of the public authority presupposes that the 
private citizen has certain rights as against the administration, 
i.e. the right to reparation implied in all civil responsibility. 
He must have what the German jurists call.a public subjective 
right (subjektives offentliches Recht). But such a right cannot 
exist if the idea of sovereignty be retained. Sovereign power 
and the public subjective right are entirely incompatible, since 
the exercise of sovereign power supposes the existence of a 
will superior to that of the private person. This is, indeed, 
the essential characteristic of a sovereign in his relations with 
his subjects, who, in consequence, can have no rights in opposi- 
tion to the superior rights of the sovereign. Sovereignty 
destroys any rights which private persons might have had 
against the state. But since any responsibility, even that 
arising from risk, presupposes such rights, the public subjective 
right of the citizen therefore cannot exist. Thus the principle 
of sovereignty leads directly to that of irresponsibility of the 
public authority. 

If, therefore, the law of a country rejects responsibility of 
the public authorities for acts resulting from the exercise of 
the administrative function, then it looks upon administrative 
activity as exercising sovereign power.® Such a conception 
of administrative activity necessarily implies irresponsibility 
of the public authority, and if we are to get rid of the idea of 
irresponsibility we must first dispose of that of sovereign power 
in administrative activity. And it is precisely this changed 
view of the réle of sovereign power* which has given rise in 
France to the present rule that responsibility of the public 


_.° The irresponsibility of the public authorities is certainly founded on the 
idea of sovereignty by reason of the fact that the sovereign cannot be regarded 
as being guilty of a fault, nor even as being subject to legal obligations 
towards private persons. It has also been said that the sovereign cannot 
be responsible because he cannot be the object of an action at law. This idea 
is really the same as the other: it results from a confusion of the concepts 
of law and of action at law, the action being regarded as the putting into 
practice of the law. But this impossibility of an action at law against the 
sovereign can also be explained as being due to organic reasons; the sove- 
reign cannot be brought before the courts because he is the supreme power 


in the state; he cannot be subject to courts whose head he is and of whose 
powers he is the source. 
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authority can be incurred by administrative activity in all its 
forms. 

French law has never admitted general irresponsibility in 
administrative matters, because it has never attributed sovereign 
power to all forms of administrative activity. By a kind 
of dualism, it considers administrative activity, sometimes 
as exercising sovereign power, and sometimes as acting in a 
manner similar to that of private persons. It was thus that 
the famous distinction between sovereign and non-sovereign acts 
(actes de puissance and actes de gestion) was established. In 
the former, the sovereign power is involved, in the latter the 
administration is placed on the same footing as private persons. 
Hence it was concluded—very logically—that the public funds 
were not responsible for injuries caused by sovereign acts, but 
that responsibility could be incurred for non-sovereign acts. 
Irresponsibility of the sovereign power was thus established, 
it being understood that the exercise of sovereign power 
extended only to a part of the activities of the administration. 

But the principle of irresponsibility was not maintained. 
French jurisprudence finally, but somewhat tardily, and after 
much hesitation, rejected the idea of irresponsibility of the 
sovereign power.” ‘To-day the idea of the irresponsibility of 
administrative funds is accepted without any attempt to differen- 
tiate between the supposed two kinds of administrative activity, 
the whole idea of intervention of the sovereign power in 
administrative activity being thus rejected. French juris- 
prudence has been compelled, by the difficulties which it 
encountered in practice, to abandon the distinction between 
the two kinds of acts. It would appear that the difficulty of 
making the distinction in practice was regarded as proof of its 
fragility. Whatever be the explanation, this extension of the 
liability of public funds can only be explained by the elimina- 
tion of the idea of the intervention of the sovereign power in 
the activities of the administration. 

The second of the theoretical difficulties regarding the civil 
responsibility of administrative authorities arises from the 
traditional theory of responsibility for fault. It is difficult to 


7 The basic decisions of the Conseil d’Etat rejecting the principle of irre- 
sponsibility of the sovereign power are : Zimmermann, 27 février 1903, Rec. 
Sirey, 1905, ILI, 1, Leberre, 29 mai 1903, Id., 1904, III, 121, Tomaso Greco, 10 
février 1905, Id., 1905, III, 113. Decisions of the court have, however, main- 
tained irresponsibility as regards what are called in France “ governmental 
acts,’ Cons. d’Kt., Joujade, 23 décembre 1904, p. 870, Moninot, 11 février 1916, 
Id., p. 79. This irresponsibility is very limited, since the category of 
‘* governmental acts ” is very restricted. 
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imagine how responsibility for fault can be incurred by an 
administrative authority, or by any other kind of public 
authority, as the traditional theory requires. It seems a logical 
impossibility that such can be the case. Responsibility for 
risk only is conceivable, since such responsibility can arise 
apart from any wrongful act. This can be demonstrated as 
follows. 

The responsibility of the public authority is indirect, that 
is to say, a responsibility incurred by the agent or officer of 
the authority. The traditional theory analyses the mechanism 
of this indirect responsibility in this way. It supposes in the 
first place that the agent, the officer, has himself been guilty 
of a fault, of an act juridically irregular, and further that 
this fault results from an act that can be attributed to him 
personally. The responsibility of the public authority is then 
involved, either because the fault on the part of the agent 
implies a bad choice or lack of supervision on the part of the 
authority (theory of the agent), or because the fault of the 
agent is transferred to the authority (theory of the instrument). 
In any case, indirect responsibility implies a fault, firstly on 
the part of the agent, and secondly on the part of the authority 
itself, and it is this latter fault which makes the authority 
responsible. It is the ascription of this fault to the public 
authority which seems logically impossible. 

Duguit gives an unanswerable reason for this impossibility.* 
An allegation of fault supposes of necessity the existence of 
a person against whom this fault can be alleged. For the 
fault being an act contrary to law, and thus requiring a con- 
sciousness and a will, only a person can become guilty of it 
or be accused of it. For such an accusation to become possible, 
the public authority would have to be regarded as a corporate 
person. Such a concept, says Duguit, is inadmissible, and 
even inconceivable. ‘Therefore a fault cannot be ascribed to 
a public authority. 

For those who reject the idea of a corporate person, this 
reasoning is clearly irrefutable. But even for those who accept 
it and base upon it the juridical concept of a collective authority, 
it can still be shown that a fault cannot be ascribed to a public 
authority. 

For whatever be one’s idea of a corporate person, whether 
one regards It as a fiction or as a reality, it is nevertheless 
nothing more than a purely juridical entity, something which 


* Duguit, Dr. Const., III, p. 468. 
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exists only in and for the purposes of the law. But illegal 
acts on the part of a person existing only in and through the 
law are inconceivable. And since the faults which form the 
basis of responsibility are precisely such illegal acts, one cannot 
conceive of their being committed by a corporate person. If 
wrongful acts have been committed, they must remain the 
acts of the agent of the corporate person; they cannot, by any 
possible means, become the faults of the corporate person 
himself. Responsibility for fault, therefore, can never be 
incurred by a corporate person, but must be borne by its agents. 

This principle is quite general, and must be extended even 
to incorporated public authorities; if one tries to apply the 
traditional theory of responsibility for fault, the irresponsi- 
bility of the authority is the inevitable conclusion, only its 
agents can be responsible. Therefore, if the public authority 
is held responsible, it can only be for risk. If it is responsible, 
it can only be so because, the activity of the administration 
having created a risk of injury, the community, as beneficiary 
of the activity, must make reparation.’ 

The remark made regarding the first theoretical difficulty 
applies also to this one. If the law of a country rejects the 
idea of responsibility of the authorities, it may do so because 
it considers that the only responsibility possible is based on the 
traditional theory of responsibility for fault. On the other 
hand, if responsibility of the public authority is admitted, the 
traditional theory must have been abandoned, at least in so 
far as an effort has been made to be logical. ‘That is precisely 
what has happened in France. The traditional theory is 
formulated in the French Civil Code (Art. 1382 sqq.), while 
the essential rule of French administrative law, laid down by 
a famous decree of the Court of Conflict,’® is that the rules of 


® Duguit (Dr. Const., III, pp. 466 sqq.) presents a conception of the theory 
of liability for risk which is somewhat different from the current conception 
and which leads him to restrict its possible scope. Instead of regarding 
responsibility as arising from the fact that the activity which created the risk 
was exercised for the benefit of the person responsible, he believes that it 
arises from the fact that the author of the risk must himself be responsible 
for insurance against it. From this he concludes that responsibility for risk 
cannot exist between private persons, but only between an individual and a 
collective social unit. P 

10 Confl., Blanco, 8 février 1873, Rec. suppl., p. 61. The following are the 
terms in which this essential principle of French administrative law is formu- 
lated : “‘ Considering that the responsibility which can devolve upon the state 
for injury to private persons through the acts of persons employed in the 
public service cannot be governed by the principles established in the Civil 
Code for relations between private persons; . . . that such responsibility 
is neither general nor absolute; . . . that it has its special rules varying 
according to the requirements of the public service and the necessity for 
harmonising state and private rights... .” 
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the Civil Code in questions of responsibility do not cover the 
responsibility of public authorities. 

But while French jurisprudence has thus abandoned the 
traditional theory of responsibility for fault, it has not com- 
pletely substituted that of responsibility for risk. For practical 
reasons, which will be shown later, French jurists have stopped 
midway between the two theories and have evolved a system 
which is a kind of combination of the two. In this combination 
lies the originality of the French solution of the problem. 

Civil responsibility of the public authority is and can only 
be, as we have seen, responsibility for risk created by the 
administration. It is in this way that one must interpret the 
responsibility placed by French jurisprudence upon the public 
authority, especially as the rules of the Civil Code have been 
expressly set aside. In fact, however, French jurisprudence 
has applied the theory of risk, not in its pure form, but with 
modifications. “The result is a normal rule of responsibility, 
completed by an exceptional one. 

In the first place, the pure theory of risk would require that 
no account be taken of any fault or irregularity of administrative 
activity; it implies that any prejudicial act, even if quite 
regular, entails the responsibility of the person who benefits 
by it. In French jurisprudence this is not so, it being also 
required that a fault shall have been committed in the exercise 
of administrative activity. The existence of such a fault is 
made the condition upon which is dependent the recognition in 
law of the risk created by the administration, which in turn 
entails the responsibility of the authority. It has been decided 
that the authority can only be held responsible if the injury 
is the result of “‘ bad organisation or inefficient working of 
the public services.”’ If no.irregularity can be alleged against 
the service, the responsibility cannot exist. So far, French 
jurisprudence remains within the limits of the civilian theory 
of indirect responsibility ; beyond this point there are consider- 
able deviations from it. 

We have seen that the civilian theory implies, not only that 
the third party through whom the responsibility is to arise 
has been guilty of a fault, but also that this fault must be 
ascribed to him personally. But jurisprudence does not demand 
this personal ascription in administrative law. It does not 
require that the irregular act, the fault committed, shall be 
ascribed to a given administrative agent who shall be named, 
but allows the fault to remain anonymous, while the public 
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authority is nevertheless held responsible. It is in order to 
stress the anonymous nature of the fault that the wrongful 
act involving the responsibility of the public authority is called 
a “fault in the public service’’ (faute du service public), it 
being thus made clear that the fault is not ascribed to a given 


public service but is the collective and anonymous fault of the 
whole service.” 


In certain exceptional cases, French jurisprudence has gone 
still further in the direction of the theory of risk, though the 
rules set out above remain the normal rules governing the 
responsibility of public authorities. ‘Thus it has been decided 
that in certain cases the authority can be held responsible 
even when there is no question of a fault in the public service 
and when the actions of the administration have been perfectly 
regular. Here we have definitely the pure idea of risk. But 
an important limitation has been imposed; responsibility does 
not exist for any and every risk which may arise, but only 
for exceptional and abnormal risks, considerably greater than 
those normally incurred by administrative activity. Thus 
administrative responsibility through the application of the 
pure theory of risk remains the exception.” 

Such is, in brief, the present position of civil responsibility 
of public authorities, as established by French jurisprudence : 
as a general rule, a responsibility for risk conditioned by a 
fault in the public service; in exceptional cases, a pure respon- 


11 The idea of fault in the public service as a condition of the responsibility 
of a public authority is formulated in numerous decrees of the Conseil d’Etat. 
The principle once admitted, the efforts of jurists have been directed towards 
a more precise definition of the conditions in which such a fault carrying 
responsibility can be considered to exist. Thus for certain services, especially 
the police, jurisprudence has been led to take some account of the gravity 
of the fault. See my note on this point in the Recueil Sirey, III, 97. 

12 The decrees of the Conseil d’Etat which have applied this theory of risk 
are : Regnault-Doroziers, 28 mars 1919, Rec., p. 239, Rec. Sirey, 1919, III, 25: 
“‘ Considering that such operations, carried out under abnormal conditions of 
organisation, and governed by military necessity, carried with them risks 
greater than those which arise normally from the proximity (of the ammuni- 
tion store), and that such risks being liable, in the event of accident and apart 
from any act of war, to involve the responsibility of the state, independently 
of any question of fault... .’’ Colas, 21 mai 1920, Rec., p. 532 : “‘ Considering 
that the proximity of stocks of explosives . . . in the conditions in which these 
explosives were stored and utilised, constituted in itself an exceptional risk 
capable in the event of accident of involving the responsibility of the state 
towards third parties... .’’ Cowitéas, 30 nov. 1923, Rec., p. 789, Rec. Sirey, 
1923, III, 57. It is, however, important to note that for what are called 
‘permanent injuries ’? caused by public works, jurisprudence has for a long 
time admitted the pure idea of risk. The administration incurs liability for 
such injuries whether or not the risk created by the works is abnormal and 
exceptional. It is, however, required that the injury itself shall be of an 
exceptional nature. These decisions are explained by the fact that in the 
case of these permanent injuries we are dealing with something very similar 


to expropriation. 
B 


154 ECONOMICA [MAY 


sibility for risk, but limited to exceptional and abnormal risks 
—in either case without restriction regarding the exercise of 
sovereign power. 

This complex system, which admittedly does not conform to 
the standards of pure logic, has clearly arisen from an effort 
to hold the balance between opposing interests. At first the 
civilian theory was abandoned as too unfavourable to private 
interests, because the indirect responsibility for which it 
provides places the onus of proof upon the injured party. It 
would have been necessary for the plaintiff to prove, not only 
that a wrongful act had been committed, but that it must be 
ascribed to a certain official. In practice, it would have been 
very difficult for him to prove this second point, since it would 
require that he should pursue his investigations within the 
public service—which in practice would be impossible. Hence 
the idea of a fault in the public service or anonymous fault, 
which leaves the injured party with the relatively easy task 
of proving the irregularity of the act which was the cause 
of the injury. 

It would have been possible, in this effort to favour private 
interests, to go to the point of pure responsibility for risk, that 
is to say, not even to require that a fault in the public service 
be established. It was consideration of the interests of the 
public authorities and of the public services themselves which 
prevented jurisprudence from carrying its decisions to this 
point, for the result might well have been a very heavy financial 
burden and a paralysis of the service. Similarly, it is for this 
reason that the courts at present tend to require a particularly 
serious fault in the case of certain services, notably that of the 
police. Finally, and for the same reasons, although it was 
considered safe to admit the pure theory of risk, its application 
was limited to exceptional and abnormal risks. Thus it is clear 
that, in its elaboration of a system of responsibility of public 
authorities, French jurisprudence has sought to achieve a 
certain measure of equilibrium between these different 
interests.** 


13 In his exposition of the responsibility of public authorities, Duguit (Dr. 
Const., III, pp. 459 sqq.), states that there can be no responsibility of public 
authorities other than the responsibility for risk, and that any idea of 
fault must be eliminated. This leads him to a misinterpretation of the real 
meaning of the French system, which he regards as having adopted the 
idea of risk in its entirety, when in point of fact it is only admitted in 
exceptional cases and within certain limits. Haurion (Dr. admn., 11° édit. 
1927, Pp. 301 sqq.) has made the opposite mistake. Believing that, in a 
perfect system of law, there can only be responsibility for fault,’ since 
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IV 


The last of the characteristic features of the system of 
administrative responsibility in French administrative law 
relates to the competence of the various courts concerned, which 
varies according to whether the personal responsibility of the 
civil servant or the responsibility of the public authority is 
involved. 

Cases where the personal responsibility of the civil servant 
is concerned belong and have always belonged to the ordinary 
courts, but the method of instituting proceedings against the 
official has varied. At first the rule was that no private person 
could bring a suit against a civil servant without the authorisa- 
tion of the Conseil d’Etat, that is to say (bearing in mind the 
indirect justice of the Conseil d’Etat) without the authorisation 
of the head of the state. This rule, which was laid down by 
Art. 75 of the Constitution of the year VIII, constituted what 
was called the ‘‘ guarantee of security of the official.”’ It applied 
both to criminal and to civil actions and was maintained after 
the disappearance of the Constitution of the year VIII. 

Its aim was to ensure the protection of officials, in the interests 
of the public service, against actions brought without due 
consideration or on inadequate grounds, which, had they become 
numerous, would have interfered with the efficiency of the 
service. In practice, however, the rule came to be used to protect 
officials in all cases from any kind of proceedings, however 
justified they might be, so that it had the effect of guaranteeing 
to the official complete civil and penal irresponsibility. This 
tendency was particularly in evidence during the Second 
Empire, and the suppression of the guarantee by the decree of 
September 19th, 1870, was one of the first acts of the Govern- 
ment of National Defence set up on September 4th, 1870. For 
proceedings against agents of the judiciary there still exists 
responsibility for risk belongs to a primitive legal system, he is inclined to 
interpret the French system as maintaining the civilian theory of fault. 

Each of these points of view is an exaggeration in its own way. Each 
reveals a too exclusive preoccupation with theoretical principles, either of 
personality or sovereignty, a failure to see the conflict of interests which 
arises when reparation is claimed for an injury caused by administrative 
activity, a failure to analyse precisely the mechanism of indirect responsi- 
bility. Their preoccupation entirely with theory leads them to see only two 
rigid systems of responsibility, of fault or of risk. They do not see the possi- 
bility of a combination of the two systems, which becomes clear if one 
analyses indirect responsibility and takes account of opposing interests. They 


have not noticed the elasticity of the system of the Conseil d’Etat, which 
retains something of the idea of fault while setting a limit to that of risk. 
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a special form of procedure called the prise a partie (Code 
of Civil Procedure, Art. 505 sqq.). This procedure bristles with 
difficulties calculated in practice to make action impossible. 

To-day, therefore, suits against administrative officials can 
be brought in the ordinary courts without previous authorisation. 
It does occasionally happen that the Court of Conflict is called 
upon to intervene in such a suit, and this has been looked on 
by some writers as a revival of the old “‘ official guarantee.”’ 
In fact, such cases are quite normal interventions of the Court of 
Conflict necessitated by some doubt on the question of competence. 
When proceedings are instituted against an official it may become 
necessary to decide whether responsibility belongs to the official 
or to the public authority, in which case it must first be decided 
whether the fault is anonymous or personal. But the effort to 
allocate responsibility in itself raises the question of competence, 
since in cases of personal responsibility the ordinary courts are 
competent, while if the public authority is responsible the matter 
is dealt with, as we shall see later, by the administrative courts. 
When, therefore, a suit against an official is brought in the 
ordinary courts, it is quite normal that the Court of Conflict 
should intervene, since behind the question of responsibility lies 
the question of competence. It must be added that in fact the 
Court of Conflict has always confined itself strictly to the 
examination of the division of responsibility and has never made 
tendencious use of its powers of intervention deliberately to 
protect the official from proceedings. 

In cases involving the responsibility of public authorities, 
the administrative courts are, in principle, competent, among 
the administrative courts being reckoned the Conseil d’Etat 
as Court of Common Law in administrative matters, since in 
these matters competence is determined by the rule of separation 
of powers as at present interpreted. ,The result is that the 
Conseil d’Etat is competent to hear cases concerning the 
responsibility of the public authorities when the injury results 
from the activities of a public service, except in cases where 
a special ruling has declared another court to be competent. 
It follows that when the injury does not result from the working 
of a public service, but, for example, from an act performed 
in the course of the administration of the private property of 
the sovereign, the ordinary courts remain competent. 

The administrative courts have always been competent in 
matters involving the responsibility of the state, but the com- 
petence was for a long time based, not on the separation of 
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powers, but on a special text. Thus there existed what is 
called in France statutory competence as opposed to natural 
competence. “The text on which competence was based was a 
law of July 17th, 1790, which laid it down that the ordinary 
courts are not competent to declare the state a debtor. The 
consequence of this method of determining competence was that, 
since the law referred specifically to the state and was not 
applicable to local or ad hoc authorities (departments, communes 
and other public bodies), it was decided that the ordinary courts 
remained competent in cases concerning the smaller authorities. 
There arose thus a duality of competence in matters involving 
the responsibility of public authorities. Finally, however, this 
duality was abolished, when it was realised that the law of 1790 
referred to the liquidation of debts of the state, not to their 
recognition. Since actions for indemnification raise the question 
of recognition of debt, to which the text of 1790 is not applicable, 
adiministrative competence in matters of responsibility ceased 
to be regarded as statutory and was declared to be natural com- 
petence—i.e. competence resulting from the application of the 
principle of the separation of the judicial and administrative 
authorities.** ‘The consequence of this decision was the extension 
of administrative competence to the departments, communes and 
other public bodies. Indeed, if the administrative courts were 
to be regarded as competent in all cases arising from the func- 
tioning of the public services, then their competence had of 
necessity to be recognised for special and local as well as for 
national public services.*° 

This rule regarding the competence of administrative juris- 
diction in questions involving the responsibility of public 
authorities is worthy of special attention, for it is as a conse- 
quence of this competence, as a consequence, that is to say, 
of the incompetence of the ordinary courts in these matters, 
that it is possible to establish a complete system of responsi- 
bility of public authorities and to set aside the civilian theory 
of responsibility. So long as the ordinary courts remain com- 


14 The decree laying down the principle of this natural administrative com- 
petence is the same as the one excluding the application of private law in 
matters involving the responsibility of public authorities, that is, the case of 
Blanco, Court of Conflict (see above, note 10). This decree states that ‘‘ Con- 
sidering that in these circumstances, in accordance with the above-mentioned 
laws, only the administrative authority is competent to hear the case... .”” 
Among the laws referred to in the decree is precisely that of the 16-24 of 
August 1790, which formulates the principle of the separation of judicial and 
administrative authorities. : ; 

15 Confl. Feutry, 29 février 1908, Rec., p. 208. Cons. d’Etat, Joullie, 23 mai 
1908, Id., p. 569. Blanco, 31 mars i011, Id., p. 407. 
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petent, responsibility must remain incomplete and inadequate 
because of its submission to the rules of private law. 

Experience shows that the ordinary courts are unwilling to 
admit any responsibility other than the civil responsibility of 
private law, that is, responsibility for fault, and that they apply 
this responsibility, the only possible one for them, to public 
authorities. The ordinary courts are quite unable to surmount 
the difficulty of admitting the existence of a special administra- 
tive law alongside ordinary private law, and tend therefore to 
bring within the sphere of private law all juridical relations aris- 
ing from administrative activity, just as they do in the case of 
relations involving civil responsibility. We have seen how 
inadequate, both in theory and in practice, is the civilian theory 
of responsibility for fault involving the responsibility of 
administrative authorities. 

In addition, the ordinary courts show a very marked un- 
willingness to recognise the responsibility of the administrative 
authorities for acts of sovereign power, or for acts which they 
regard as falling within the discretion of the administration. 
This attitude on the part of the courts is a consequence of the 
principle of separation of powers, which has led them to display 
considerable reserve in their dealings with the administration. 
If the competence of the ordinary courts be recognised, respon- 
sibility of the public authorities must remain incomplete; the 
administration remains irresponsible in civil matters for a part 
of its activities. 

France has had experience of this practical irresponsibility 
in matters concerning local and ad hoc authorities, which, as 
we have just seen, came for a long time within the competence 
of the ordinary courts. While the administrative courts were 
applying a special system of responsibility to the state, the 
ordinary courts continued to apply to the responsibility of local 
and ad hoc authorities the rules of the Civil Code, and it was 
only when competence was transferred to the administrative 
courts that the special system of responsibility of public 
authorities was applied to these minor authorities. The unifica- 
tion of the system of responsibility of administrative authorities 
could only take place after all competence in these matters had 
been handed over to administrative jurisdiction. 

The Belgian example is even more characteristic. In 
Belgium, in the absence of any administrative jurisdiction, the 
ordinary courts are competent to deal with administrative 
litigation, and notably to hear cases concerning the responsi- 
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bility of the state. For many years, Belgian jurisprudence 
has recognised the distinction between sovereign and non- 
sovereign acts, and has decided in favour of the irresponsibility 
of the state for acts of the former kind. This solution was violently 
criticised, firstly because of its restriction of the responsibility of 
the state, and secondly because of the difficulty of deciding in 
practice whether a given act is one of sovereign power or not. 
It was this latter criticism which led the Belgian Court of 
Cassation to decide, in its decree of November 5th, 1920, to 
abandon the distinction between these two kinds of acts. At 
this point it seemed that the responsibility of the state was 
to be admitted without restriction, but such has not been the 
case. After abandoning the concept of sovereign power, 
Belgian jurisprudence has adopted that of the ‘‘ discretionary 
act,’’ by which it protects a part of the activities of the 
administration from action at law.*® ‘This decision is wholly 
characteristic of the tendency of ordinary courts to limit the 
responsibility of public authorities. They cannot bring them- 
selves, by reason of the separation of powers, to criticise 
certain acts of the administration. The Belgian example proves 
that it is necessary to admit the competence of administrative 
courts in order to achieve complete responsibility of the 
administrative authorities. It is that fact, incidentally, which 
has produced in Belgium the present movement in favour of 
the creation of an administrative jurisdiction. 


16 On the discussions of Belgian jurists on this point, cf. Henri Velge, 
L’institution d’un Conseil d’Etat en Belgique, Louvain, 1930, pp. 299 sqq. 
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The Political Aspect of Discrimination 
in International Economic Relations 


Part IT 
By S. H. BaILey 


F. Tue MITIGATION OF DISCRIMINATION. 


There can be little doubt that the increasing direct and 
indirect participation of the state in the economic system will 
multiply rather than decrease the chances of friction if the 
present anarchy of international economic relations continues 
unchecked.” It is proposed then to explore the possibilities and 
limitations of more or less immediate mitigation. As the 
technique of discrimination, initial and retaliatory, grows more 
elaborate and the economic structure of many industrially and 
agriculturally developed countries more brittle, the self-interest 
of states demands that immediate checks should be imposed upon 
the use of a practice which threatens generally to undermine 
international amity and social progress and specifically to 
rebound like a boomerang on the economic system of the 
discriminator. Immediate action, however, seems only possible 
within the existing framework of international society. 
Palliatives must be sought not in any fundamental disturbance 
of the existing rights of states but in the application and 
extension of existing rules and principles of international law. 
These premises can hardly lead further than mitigation, and 
rule out the possibility of an ultimate solution of the problem, 
which involves fundamental political and economic issues. At 
best on this basis it may be possible to secure the outlawry 
of the harsher weapons of discrimination, at worst to temper 
the exercise of state rights with a due regard for courtesy. 
Possible action appears to lie mainly in three directions, through 
(a) the extension of the system of general conventions, (b) the 


1 Part I appeared in Economica, No. 35 (February 1932). 
2 See address by Mr. Hoover, Secretary of Commerce, to the Chamber of 


Commerce, Erie, Pa., October 31st, 1925, in Whittlesey: Governmental 
Control of Crude Rubber, Annex E. 
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application of rules of law relating to the termination of treaties 
and (c) the application and extension of the principle of the 
legal prohibition of the abuse of rights. 


(a) The System of General Conventions. 


Theoretically, this method offers many advantages. It 
assures the universal character of rules which are the result of 
an exhaustive and disinterested international inquiry. In so 
far as ratification follows signature, the application of the rules 
is generalised more rapidly than through the processes of juris- 
prudence, while in so far as the consequences of denunciation 
of a general international convention are generally more severe 
the régime established by the convention becomes the more 
stable. In practice, conventional rules regulating the system 
of Import and Export prohibitions and restrictions, the 
practices of Administrative Protectionism and the application 
of Veterinary laws and regulations would immediately relieve 
the tension of international economic relations. But it is 
impossible to overlook not only the failure which has hitherto 
attended all collective efforts to outlaw or regulate discrimina- 
tion, except in the sphere of communications and transit, but 
the principal reasons for that failure. Success has been 
frustrated either by the refusal of a majority or group of states 
to accept agreement on a basis acceptable to the least liberal 
state,* or by fundamental inequalities in economic and social 
development among the negotiating states,* or by a general 
lack of confidence among states.° ‘These reasons illustrate the 
difficulties of attempting to impose by common agreement 
general restrictions upon the practice of discrimination without 
attacking its root causes. Nevertheless, even in the failure, 
some progress has been made. No international conference can 
be held to have been completely bankrupt, no more than the 


3 See, for instance, the remarks of the President of the First Session of 
the International Conference on the Treatment of Foreigners. Proceedings, 
L).N. document. C. 97. M. 23. 1930. II, p. 67. 

4See The International Labour Organisation, the First Decade, p. 285. 
This obstacle has handicapped the attempts of the International Labour 
Organisation to secure the acceptance of conventions on the hours and 
conditions of labour particularly in certain Asiatic and South American 
countries. By October 1st, 1930, twenty of the twenty-eight non-Huropean 
states-members of the League of Nations had not ratified a single inter- 
national labour convention. 4 } ; 

5 See, for instance, the reply of France to the Questionnaire (section C) 
annexed to Article I of the Protocol regarding the Programme of Future 
Negotiations in Proceedings of the Second International Conference with a 
view to Concerted Economic Action (First Session), L.N. document C. 149. 


M. 48. 1931. 118, p. 160. 
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preparation of a draft convention, at the time unacceptable to 
states, wholly futile. Always the discussions of the conference 
and the examination of the difficulties have a value for the 
future; more often than not they lead to immediate bilateral® 
or plurilateral agreements’ or internal legislation in single states 
on the basis of the draft convention. But the experience of 
the last ten years suggests that immediate relief is more likely 
to be secured through the bilateral or unilateral action of states, 
in particular by the application and development of existing 
principles and rules of international law. 


(b) The Termination of Treaties. 


In view of the growing importance attached to the conclusion 
of bilateral commercial treaties noted above, the rules and 
principles which are generally accepted for the termination of 
treaties in the society of states take on a new significance. For 
it may be possible to create by their application to agreements 
on economic and commercial matters a sanction or at least a 
powerful deterrent against the arbitrary practices of states. A 
sudden and violent disturbance of the normal channels of inter- 
national trade between two or more states, parties to a commer- 
cial agreement through the unilateral act of one party, often 
places an intolerable strain upon the passivity and goodwill 
of its victims and invites retaliation. Countries A and B, for 
example, have concluded a commercial treaty with reciprocal 
concessions and on a basis of the most-favoured nation clause. 
A increases the rates or modifies the classification of its 
autonomous tariff to the severe prejudice of B’s imports, while 
B’s treatment of A’s imports has either remained unchanged 
or become more liberal through the automatic extension under 
the most-favoured nation clause of benefits conceded to third 
powers by new commercial agreements. If the object of states 
in concluding bilateral commercial treaties is mutual advantage 
through the exchange of concessions roughly equivalent, after 
the relative position of the two states has been considered, and 


6 Since 1928 numerous countries have concluded agreements on the Avoid- 
ance of Double Taxation in maritime navigation, most of which embody the 
ee laid down by Article 5, paragraph 4, of the Draft Convention 
of 1928. 

7 The Oslo Convention, concluded on December 22nd, 1930, between Nor- 
way, Sweden, Denmark, the Netherlands and Belgium, is a limited applica- 
tion of the principle of the Commercial Convention of Geneva of March 
24th, 1930, whereby each of the above-mentioned signatories agrees not to 
increase its tariff-rates without previous notification of its intentions to the 
other contracting parties. 
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if A’s action effectively nullifies the considerations accepted 
by B, the basis of the agreement has been undermined. Are 
the general rules of law relating to the effects of violation 
on the termination of treaties here applicable? It is clear that 
in the case of an absolute violation, B would acquire the right 
to decide whether or not the treaty should be terminated. But 
the example cited above raises more difficult issues. When 
something less than complete violation takes place, what degree 
of violation is nevertheless necessary before B acquires the 
faculty to denounce? Must the violation apply to the strict 
letter of the contract established by the treaty or only to the 
general intentions of one or other of the parties? 

It is difficult to lay down in theory any explicit criterion which 
can be invariably applied in practice. The objective should 
be kept in view, namely the creation of a check upon arbitrary 
acts of domestic jurisdiction or administration which result in 
unreasonable disturbances of economic relations by investing 
the victim with the faculty of terminating an agreement that 
remains favourable to the discriminator. ‘The object requires 
that not only the violation of an essential provision, as for 
example a clause relating to the mutual treatment of imports, 
but also frustration of the general intentions of one of the 
parties, as for example the destruction of the equivalent 
character of the consideration involved on either side by the 
unilateral act of one of the parties, should be recognised as 
adequate grounds. At the same time it must be admitted that 
the determination in practice of the content of equivalence of 
consideration, particularly where the operation of an autonomous 
tariff or the most-favoured nation clause is involved, bristles 
with difficulties. But the absence of a clearly-defined juris- 
prudence on these questions® raises a hope that municipal courts 
and arbitral tribunals will seize the opportunity to impose a 
wide interpretation to the prejudice of the discriminator. 

Again, whether or not the possession of the faculty will 
produce the required effect of restraining the discriminator will 
depend first, upon the relative economic, political and moral 
standing of the two parties vis-d-vis one another, and their 
respective absolute standing in the society of states. It requires 
a superhuman David to stone and rout an economic Goliath 
in contemporary international relations. Even a David, quint- 
essentially saintly, at the existing level of state morality could 


8 See McNair: “‘ La terminaison et la dissolution des traités,” in Hague 
Recueil, 1928. Il, pp. 523-527. 
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hardly hope to make more than a faint impression on the 
conscience of the society of states. Secondly, the conclusion 
of commercial treaties for longer periods than is the case in 
post-war practice seems an essential condition of success. While 
a commercial agreement is little more than a temporary modus 
vivendi, unnotified unilateral denunciation at the will of one 
of the parties is permissible. Only when commercial treaties 
are regarded as permanent settlements, perhaps subject to 
periodical revision, but invested with all the sanctity of other 
classes of treaty, can this faculty become an effective check. 
Thirdly, much will depend upon the use which the victim 
makes of the faculty of termination. If states are willing to 
regard it as an opportunity for the opening of negotiations for 
a restoration of the equilibrium, it might be a means of prevent- 
ing resort to retaliation. In any case the occasion should serve 
to expose for the consideration of third states the causes of 
disagreement. 


(c) The Doctrine of the Legal Prohibition of the Abuse of 
Rights. 


The growing disposition both of theory and practice to 
recognise as a general legal principle the prohibition of the abuse 
of rights governing the exercise of the rights of states, opens 
up a further possibility of tempering the practice of discrimina- 
tion.” An abuse of right is said to occur when the exercise of 
a right recognised by the law has anti-social consequences ; more 
precisely when ‘‘ the social interest injured by this exercise 
appears greater than the social interest connected with the 
freedom to exercise the right in question.’’'° The existence 
of the right, in this case the right to discriminate, remains 
unchallenged, but the faculty to exercise the right is adapted 
to the changing environment of th¢ society of states. The 
principle, if it has any validity at all, could hardly be applied 
more appropriately than to the exercise of a right which more 
often than not injures the interests of the other members of 
the international society. But it will only be possible to 
estimate how far the application of this principle will succeed 
in mitigating the rigours of discrimination when its constituent 
elements and the method of application have been made clear. 


9 See Politis: ‘Le Probléme des Limitations de la Souveraineté et la 
Théorie de l’Abus des Droits,’? Hague Recueil, 1925. I, especially pp. 77-109. 

10 See Campion: De l’exercice anti-social des droits subjectifs, la théorie 
de ae des droits, Bruxelles, Paris, 1925. Pp. 452. Cited by Politis, op. cit., 
Deol 


1932 | THE POLITICAL ASPECT OF DISCRIMINATION 165 


The Constituent Elements. 


Applied to the society of states, the principle can only be validly 
invoked when the exercise of the right, by injuring the collective 
interest of the society of states, constitutes an international tort 
committed by the discriminator. The action of the latter is 
considered in relation to the objective criterion of the collective 
interest of international society and not to the subjective test 
of the interests of particular states. What, then, is the nature 
of this collective interest? Can the conception be more precisely 
formulated? If any doubt lingered before the Great War as to 
whether affirmative answers could be given to both questions, 
the subsequent development of international relations has 
destroyed it. The Covenant of the League of Nations and the 
Pact of Paris formulate in the most explicit terms the collective 
interest of their signatories in the promotion of international 
co-operation, the achievement of international peace and security 
and the outlawry of war. First, therefore, the collective interest 
of the society of states may be affected by any exercise of 
the right of discrimination on the part of one, or a group of 
states, which prevents or obstructs international co-operation 
in the economic or any other sphere. This result may follow 
for instance from arbitrarily imposed dues or restrictions on 
foreign shipping in national ports or on navigable waterways 
of international concern, from acts directed against the security 
and well-being of aliens permanently resident in a foreign 
country; from measures which result in the dislocation of 
international communications or transport, for example, through 
the erection of high-powered national transmitting stations for 
wireless-broadcasting, irrespective of the amenities of neigh- 
bouring countries, or from the refusal of the right of innocent 
passage to aircraft on arbitrary grounds—to cite only a few 
examples. The Covenant in Article X XIII specifies certain objects 
of international co-operation which fall particularly within the 
province of the League and, with the existing non-League inter- 
national co-operation, will reinforce the foundations of inter- 
national society. It would be difficult to deny that the principles 
and services mentioned in Article XXIII, for instance, the 
assurance and maintenance of freedom of communications and 
of transit and the equitable treatment of commerce of all 
members of the League, express a collective interest of inter- 
national society. 

Secondly, the collective interest may be jeopardised when 
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discriminatory action disturbs the friendly relations between 
states and provokes international friction. The conditions which 
are the most likely to produce friction have already been 
discussed.1! Autonomously-determined tariff revisions are 
among the threats to peaceful international relations. They 
tend both to destroy friendly relations and thus provoke a 
psychological reaction favourable to retaliation,” and to stunt 
the growth of economic security upon which the maintenance 
of peace and the outlawry of war depend. Denial of access to 
the indispensable raw materials of agriculture or industry 
through discriminatory duties or prohibitions or restrictions in 
favour of the state which controls necessary supplies is calculated 
to give rise to a fear of raw material starvation and a correspond- 
ing attempt to secure political control over alternative sources 
of supply through colonial expansion or concession-hunting.** 
The growth of technical economic interdependence between 
states in sharpening the weapon of discrimination has created 
a formidable menace to peace between nations. 

Thirdly, any policy which places obstacles in the way of the 
outlawry of war affects the collective interest of international 
society. Selfish national measures designed to reinforce national 
economic security may and frequently do give rise to suspicion 
of the motives of the discriminator and to international rivalry 
which can rapidly become political. Similarly, a powerful cause 
of war remains so long as one state exercises the right of 


11 See Economica, No. 35 (February 1932), pp. 97-102. 

12 See, for instance, the protests of the United States in 1874 against 
the proposed tariff legislation in Brazil; in 1885 against the proposed 
increase of the duty on petroleum imported into the Dutch East Indies; 
in 1897 against proposed French tariff legislation on meat products, which 
was described by the American Ambassador as not only “‘ unjust as leading 
to the destruction of an important branch of commerce,” but also as “ un- 
friendly in its character ’’ because discriminatory (cited by Kuhn in Ameri- 
can Journal of International Law, Vol. XXIII, pp. 816-817). See also Mémoire 
of the government of the United States to France, presented September 19th, 
1927, protesting against discriminatory duties imposed by France upon 
American imports. The Mémoire declared “ absence of discrimination a 
cardinal principle of clean-cut and friendly trade relations.’’ (Press Release 
of State Department on November 20th, 1929.) For a discussion of the con- 
troversy see Stowell : ‘ Tariff Relations with France,” in American Journal of 
International Law, Vol. XXIV, pp. 110-118. 

13 See, for instance, speech of M. Scialoja, the Italian delegate to the 
Tenth Session of the Assembly of the League of Nations, in the course of 
which he said: ‘‘ The most violent conflicts between nations occur in the 
economic sphere, for in that sphere the peoples show an instinctive tendency 
to consider problems from the sole standpoint of their own immediate 
interests. . .. This is particularly true of certain fundamental questions 
such as raw materials.’ Verbatim Record of the Tenth Ordinary Session 
of the Assembly, Ninth Plenary Meeting, p. 6. 
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discrimination without regard for the self-respect and dignity 
of others.’* 

Thus a collective interest not only exists but its content 
has received precise and comprehensive expression through 
international convention and custom. An important question 
remains. How gravely must the collective interest be 
jeopardised before the action of the discriminator becomes 
culpable? Again it seems impossible to state any principle of 
general application in practice. An effective check upon 
discrimination will depend upon the willingness of municipal 
courts and international tribunals to interpret the principle 
broadly enough to condemn unilateral action severe beyond the 
measure required to assure national security and preserve public 
order, health or morality, and by its form and content likely 
to prejudice international peace, security or co-operation. 

It would thus be left for an impartial authority to decide whether 
or not the discriminating state either had used excessive severity 
in the exercise of its right or had exercised the right with 
anti-social results and without justification. The ultimate 
decision would, in fact, resemble the striking of a balance 
between the national and the collective interest with the scales 
weighted in favour of the former; for it would rest with the 
victim of a discriminatory act to satisfy the court that the 
exercise of the right was in fact abusive. 


The Method of Application. 


But it must be admitted that if inter-state and international 
tribunals have in the past been willing to appeal to the principle 
or its equivalent in the settlement of claims arising from 
arbitrary action by a single state in certain quasi-economic 
matters, notably the closure of ports’® and the expulsion of 
aliens,’® there is still a considerable hesitation to elevate the 
doctrine into a general legal rule and to apply it to the right 
of discrimination. It is, therefore, appropriate to examine 


14 See, for instance, International Conciliation No. 211 for the two notes of 
the Japanese Ambassador to the American Secretary of State dated April 
roth and May 3ist, 1924, protesting against the Immigration Act. In the 
first note Mr. Hanihara wrote: ‘‘In other words, the Japanese Govern- 
ment ask of the United States Government simply that proper consideration 
ordinarily given by one nation to the self-respect of another, which after all 
forms the basis of amicable international intercourse throughout the civi- 
lised world.” . ¢ 

15 See, for instance, the decision of the arbitrator in the case of Portendick, 
cited in Recueil des Arbitrages Internationaux, I, p. 512, et seq. ; 

16 See, for example, the case of Boffolo in Ralston’s Venezuelan Arbitra- 


tions of 1903, No. 696 
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briefly the opportunities which the existing machinery of pacific 
settlement of international disputes already offers for the con- 
sideration of economic and commercial questions and thereby 
the general application of the doctrine.’’ Clearly, diplomacy 
provides through formal protest and negotiation or by the more 
informal conversations a traditional method for the expression, 
and, occasionally, the reconciliation of conflicting viewpoints. 
But for the settlement of economic and commercial questions 
no less than other issues the inadequacy of the diplomatic 
machinery has already been recognised in the development of 
alternative procedures of conciliation, arbitration and judicial 
settlement. Nevertheless it may well lie within the province 
of diplomacy to breathe vitality and force into the principle, 
by invoking it upon all suitable occasions as a suitable ground 
for appeal to one of the more impartial agencies for peaceful 
settlement. 

The fact is often overlooked that an imposing number of 
international conventions and agreements on the one hand, and 
bilateral treaties and agreements on the other, now in force 
between states, contain provisions establishing institutions for 
the settlement of all disputes, including economic and commercial, 
or specifically all or certain kinds of economic and commercial dis- 
putes. Among the institutions established by general multilateral 
conventions, the Permanent Court of Arbitration, the Permanent 
Court of International Justice and the Advisory and Technical 
Committee of the Communications and Transit Organisation of 
the League of Nations are respectively organs of arbitration, 
judicial settlement and conciliation to which states may, but are 
not compelled to, refer disputes. Unlike the two first-named, the 
Advisory and Technical Committee is not competent to deal 
with commercial issues stricto sensu. Through Article XXXVI of 
the Statute of the Permanent Court of International Justice and 
the General Act for the Pacific Settlement of International 
Disputes, a large number of states have agreed to submit all 
their disputes either to conciliation or arbitration or judicial 
settlement, with the exception of those disputes excluded by 
the reservations attached at the time of ratification. In 
addition to these provisions of multilateral general conventions, 
the multilateral treaties regulating certain economic and com- 
mercial questions’® establish means for the settlement of disputes 
as to the interpretation and application of the terms of the 


17 See U.N. document E.666, 1931, II.B.I., for an admirable survey. 
18 See Economica, No. 35 (February 1932), pp. II2-14. 


1932] THE POLITICAL ASPECT OF DISCRIMINATION 169 


treaty. While provisions vary considerably, both in the range 
of their application and in their obligatory force—for example 
both conciliation and arbitration or judicial settlement are com- 
pulsory in the case of the Conventions on Freedom of Transit 
and, with certain exceptions, in the Régime of Navigable Water- 
ways, while conciliation remains optional in the Conventions on 
the Régime of Railways and of Maritime Ports or for the Simpli- 
fication of Customs formalities, they constitute far-reaching 
innovations in a sphere hitherto mainly reserved to the domestic 
jurisdiction of states. 

In many cases these agreements are often only complementary 
to machinery for pacific settlement included in bilateral general 
treaties of Conciliation, Arbitration or Judicial Settlement. 
Although their provisions differ both as to the range of applica- 
tion and compulsory character, and they do not establish any 
special procedure for dealing with economic and commercial 
questions, yet in the absence of other special arrangements 
between two disputant states, they could be validly invoked. 
But above all in the fact that a very large number of bilateral 
commercial treaties contain provisions for the settlement of 
disputes relating to their interpretation, or execution of the 
agreement, lies the proof of the imperative necessity for the 
pacific settlement of commercial disputes, including tariffs. The 
procedure offered is either arbitration or judicial settlement; 
recourse to conciliation is very exceptionally provided in 
commercial treaties. 

Already, then, a hierarchy of agencies exists for the pacific 
settlement of economic and commercial disputes.*® But their 


19 There are, of course, many gaps in the system. Indeed, practical value 
is mainly attached to the provisions for the compulsory reference of disputes. 
The gap will exist so long as the General Act remains unratified by a large 
number of states. The desire to create a more perfect system found expres- 
sion in the proposal of the French Delegation at the Eleventh Session of the 
Assembly for the establishment of a Permanent Organ for Mediation and 
Arbitration of Economic and Commercial Questions. The proposal is signifi- 
cant in tendency rather than valuable in substance, indicating as it does 
a willingness at least to recognise an international interest in economic and 
commercial policy. But in view first of the general competence of the Perma- 
nent Court to deal with economic and commercial disputes, if necessary 
rapidly through the summary procedure, and, secondly, of the movement 
towards compulsory jurisdiction through Article 36 of the Statute of the 
Court and the General Act, it is difficult to foresee any advantage in the 
creation of an alternative to the Court. A panel of assessors for economic 
and commercial questions in this connection would usefully supplement the 
equipment of the Court. There might, however, be some advantage in estab- 
lishing a permanent organ of conciliation for economic and commercial 
questions, on the model of the Advisory Committee on Communications and 
Transit, but with a competence wide enough to cover all economic disputes 
and with an internationally-appointed and technically-trained personnel. 


Cc 
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growth into an effective and regular method for mitigating 
economic friction has hitherto been stunted either by the general 
acceptance of the view that the regulation of its economic system 
and of the composition of its citizen-body lay solely within the 
domestic jurisdiction of the state, or by sweeping reservations 
and exceptions on the grounds of national security or public 
order, health and morality included in or attached to multi- 
lateral or bilateral treaties. In tariff questions, for example, 
it has been already seen that a bilateral commercial treaty only 
exceptionally limits the autonomy of one or both of the parties.” 
The application of the principle of the prohibition of abuse of 
rights would turn the flank of these obstacles to the evolution 
of the machinery of peaceful settlement for economic and com- 
mercial disputes. ‘To the plea that the right of discrimination 
had been exercised abusively, a claim that the discriminatory 
act was an exercise of an exclusive right of domestic jurisdiction 
would be an inadequate answer, for it would do no more than 
beg the question. As Professor Politis has observed: ‘‘ If the 
exception based on the plea of domestic jurisdiction is met by 
another exception based upon an alleged abuse of rights, then 
the dispute will be once more transferred from the domain of 
domestic jurisdiction to the international plane and can be 
examined upon its merits. The second objection, by counter- 
balancing the first, re-establishes equilibrium and restores full 
competence to the arbitrators.’’”* 

An arbitral tribunal or the Permanent Court of International 
Justice would be bound to examine the validity of the plea. 
Moreover, it would always be possible for the Permanent Court 
and any other tribunal to invoke the principle as a rule of inter- 
national law in accordance with the terms of Article XX XVIII, 
Paragraph 3, of the Statute of the Court. Indeed, there is 
an indication that the Court not only can but will apply the 
principle. Already in the fourth Advisory Opinion it would 
appear that the Court is willing to subordinate even domestic 
rights to the collective interest.”” 

Herein lies the value of the principle as a check upon the 
practice of discrimination. In the absence of an international 
legislature, nothing is more imperatively needed than a method 
for adjusting the system of existing state-rights to fit the 


20 See Economica, No. 35 (February 1932) . 105-9. 
21 See Politis : Op. cit., pp. 42-43. Coe or 
22, P.C.I.J.; Seties By Nowa pe aa: 
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changing conditions of contemporary international society.” 
The application of the principle of the prohibition of the abuse 
of rights to the practices of discrimination by impartial tribunals 
would go far to destroy the conflict of legal stability and 
technical change in international economic relations. But it 
would be unjustifiably optimistic to expect immediate relief from 
a doctrine which has first to attain an unassailable position in 
international law and, secondly, to secure an interpretation 
designed to condemn arbitrary discrimination. 


G. Tue Poritica, Basis or DriscRIMINATION. 


But while the application of existing legal principles without 
a disturbance of state rights may restrain the practice of 
discrimination or render its use less dangerous, the path of 
mitigation does not necessarily lead to the goal of elimination. 
It may ease the final stages, for example, through the general 
application of the principle of the legal prohibition of the abuse 
of rights which might discreetly nibble away at the concept 
of the reserved domain exclusively subject to the domestic juris- 
diction, but the ultimate transition from an international 
economic anarchy wherein the right of the state to regulate its 
economic system and the composition of its population, though 
disciplined, continues to be recognised, to an international 
economic order, wherein the right no longer exists, will be 
determined mainly by political and economic considerations. 

It has already been shown that the pretexts for which states 
claim and exercise the right to discriminate are only so many 
aspects of the general purpose of guaranteeing to their nationals 
their individual right to security of life and livelihood.* By 
the practice of discrimination, then, the national state attempts 

23 See Lauterpacht: ‘‘ The Absence of an International Legislature and 


the Compulsory Jurisdiction of International Tribunals,” in British Year 


Book of International Law, 1930. : 

24 The following passage from the French Memorandum on the Organisation 
of a System of European Federal Union, dated May ist, 1930, insists upon the 
political foundations of economic policy : ‘‘ All possibility of progress on the 
road to economic union being strictly governed by the question of security, 
and this question itself being intimately bound up with that of the progress 
possible on the road to political union, it is essential to bring on to the 
olitical plane at the outset the constructive effort tending to give Europe 
its organic structure. . . The inverse order would not only be fruitless, 
but would appear to the weakest nations, left without guarantees or com- 
pensation, as liable to expose them to the risks of a political domination 
resulting from an industrial domination of the most powerfully-organised 
states. It is thus logical and natural that the economic sacrifices to be 
made to the commonwealth should find their justification only in the 
development of a political situation permitting confidence between peoples 
and the true pacification of minds.” 
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to fulfil an obligation whose effective performance alone can 
justify the claim of the state to a right of discrimination. It 
is necessary to consider, then, how the changes of the last two 
centuries have affected the capacity of the state to secure by 
this means the right of the individual to life and livelihood. 
The question must be considered from the two aspects of security 
of life and livelihood, first in time of war, and secondly in time 
of peace. 

It has become irrelevant to consider whether or not the right 
of discrimination could be pragmatically justified on the ground 
of the necessity of providing for security at a time when the 
state is at war for aggressive purposes in view of the outlawry 
of war as an instrument of national policy for international 
society by the general acceptance of the terms of the Pact of 
Paris (Article I) and the hardly less general acceptance of the 
Covenant of the League of Nations (The Preamble, Articles X, 
XIII, XV). A claim, therefore, based on the necessity for 
building up a self-sufficient economy suitable for conducting a 
war of aggression can no longer be maintained. Indeed, states 
have long since abandoned any attempt overtly to advance such 
a pretext for the exercise of discrimination. But can a justifiable 
claim be made on the plea of creating a national equipment for 
withstanding an aggressive attack by a law-breaker? In other 
words, is a state justified in claiming a right to take in isolation 
whatever measures it considers necessary for immediate or future 
self-defence? For states-members of the League of Nations, the 
Covenant (Articles XII, XIII and XV), has brought under the 
ultimate control of the League the right of a state unilaterally 
to take measures of self-defence. Each state-member may, in a 
sudden emergency, take up arms in self-defence, but it has 
accepted an obligation not to continue hostilities without appeal- 
ing for the League’s intervention.”*« There is even a tendency 
for the Council to go further and question the absolute character 
of the principle of legitimate self-defence.** Indeed, the aim of 

25 See Conwell-Evans : The League Council in Action, p. 58. 

26 See L.N. Official Journal, February 1925, p. 1709, for a passage in a 
speech by M. Briand, the President of the Extraordinary Session of the 
Council, October 1925. ‘‘ He had understood the representative of Greece 
to indicate that all these incidents would not have arisen if his country had 
not been called upon to take rapid steps for its legitimate defence and 
protection. It was essential that such ideas should not take root in the 
minds of nations who were members of the League and become a kind 
of jurisprudence, for it would be extremely dangerous. Under the pretext 
of legitimate defence disputes might arise which, though limited in extent, 
were extremely unfortunate owing to the damage they entailed. These 


disputes, once they had broken out, would assume such proportions that 
the Government which started them under a feeling of legitimate defence 
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the Covenant and of the post-war international conventions has 
been the substitution of collective for national guarantees of 
security. The principle of collective security is already 
expressed in comprehensive obligations, first, to prevent or put 
an end to war—notably through Articles III, IV, X and XI of 
the Covenant and the recently signed Convention for Strengthen- 
ing the Means for Preventing War; secondly, to lend active aid 
to states, the victims of aggression—through Articles X, XVI 
and XVII of the Covenant and, in so far as members of the 
League are also parties to the following agreements, the conven- 
tion on Financial Assistance to states threatened with aggression 
and the Treaties of Locarno; thirdly, to submit all international 
disputes to peaceful settlement—through Articles XII, XIII and 
XV of the Covenant and in so far as the members of the League 
have ratified the following agreements, Article XXXVI of the 
Statute of the Permanent Court of International Justice, Article 
II of the Pact of Paris, the General Act of Geneva, the Treaties 
of Locarno and bilateral treaties of Conciliation, Arbitration and 
Judicial Settlement. The obligations of the Covenant, cited 
above, taken in conjunction with the provisions of the Pact of 
Paris, by bringing under the ultimate review of the Assembly 
and Council of the League any act of self-defence which threatens 
to lead to a rupture, and by offering to states-members of the 
League a system of collective security, already undermine the 
foundations of the claim of a state-member of the League to a 
right to discriminate on the plea of self-defence. For it is incom- 
patible with collective security that each state should have the 
faculty to fashion its own instruments of self-defence irrespective 
of the effect produced by this policy upon other states. In a 
word, the sinews of security no less than its framework must be 
collectively constructed. 

There are three further groups of states whose obligations must 
be considered. First, states which are not members of the League 
but are signatories of the Pact of Paris*’ have renounced war as 
an instrument of national policy, but retained each a claim to 
resort to any measures necessary for self-defence. ‘This was 
expressly stated in the correspondence preceding the signature of 


would be no longer able to control them. The League of Nations, through 
its Council, and through all the means of conciliation which were at its 
disposal, offered the nations the means of avoiding such deplorable events.” 
This passage was cited by the British delegate at a meeting of the Council 
on September 21st, 1931, in connection with the appeal of China under 
Article XI against the occupation of Chinese territory in Manchuria by 
Japanese troops. § : 

27 On February ist, 1932 : Afghanistan, Costa Rica, Egypt, Iceland, Union 
of Socialist Soviet Republics, Turkey, Free City of Danzig. 
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the Pact. ‘‘ There is nothing in the American draft of an anti- 
war treaty which restricts or impairs in any way the right of 
self-defence. That right is inherent in every sovereign state and 
is implicit in every treaty. Every nation is free at all times, and 
regardless of treaty provisions, to defend its territory from attack 
or invasion and it alone is competent to decide whether circum- 
stances require recourse to war in self-defence.’’** Each, then, 1s 
the judge of the occasion for, and the character of, the measures 
necessary for self-defence save when the obligations of member- 
ship of the League have been temporarily accepted under Article 
XVII of the Covenant. The second group of states are members 
of the League, but non-signatories of the Pact of Paris.” 
Thirdly, a small group of Latin-American states are bound 
neither by the obligations of the Covenant nor by the provisions 
of the Pact of Paris.*° 

Thus states belonging to any one of these four groups continue 
to claim the right of unilateral self-defence. Only states both 
members of the League and signatories of the Kellogg Pact have 
agreed to invest the League with the power of deciding the 
legitimacy of measures of self-defence likely to lead to a rupture. 
Since the claim of the right of self-defence involves the claim to 
a right to discriminate in order to construct or reinforce the 
foundations of the national economic system, it is necessary to 
ask how far change has affected the power of a state unilaterally 
to defend itself. 

If the power of self-defence is a corollary of the inherent right 
of the individual to life, then any given system of defence must 
assure to each individual within its scope the most reasonable 
expectation of security against external attacks upon his life with 
the minimum interference with the system which yields him the 
means of subsistence. The confidence of the individual in any 
system of defence will depend upon two factors, first the power 
of the system to resist attack and secondly its capacity to avoid 
or suppress the causes of attack. A system of defence would 
defeat its own purpose, if in seeking to attain the first end, it 
turned its back upon the second ; for the resistance of any attack 
not only jeopardises the lives of many individuals, ‘but the pre- 
parations for resistance may involve an arbitrary distortion of the 
international mechanism of production, exchange and distribution 
upon whose operation and development the means of subsistence 


28 See Note of the Government of the United States to Governments of 
Australia, Belgium, etc., June 23rd, 1928. 

*° On February ist, 1932: Argentina, Bolivia, Uruguay, Salvador. 

8° On February rst, 1932: Brazil and Ecuador. 
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of countless other individuals depend. But tariffs, prohibitions 
and the whole apparatus of discrimination have already been 
shown to be not only a symptom but a cause of economic and 
political insecurity.** A method of national self-defence, then, 
of which they form an integral and indispensable part lacks 
one of the two essential conditions of a reasonable system of 
security—the absence of factors caleulated to prolong or aggra- 
vate the causes of insecurity. The method is to that extent an 
evident self-contradiction. But the method also fails to satisfy 
the other essential condition. The potentialities of modern 
air,*” chemical and bacteriological** warfare have finally des- 
troyed the capacity of the single nation or of a group of allied 
nations to defend the lives of their citizens. ‘‘ There is not a 
single educated man,’’ M. Romain Rolland has declared, ‘‘ who 
does not know that the new technical methods now at the 
disposal of all the great states for a future war will bring 
about the entire destruction of the nations engaged in it.’? It 
would be difficult to deny that this statement applies to the 
position of every state small or great in the world with the 
possible exception of three powers—the Union of Socialist Soviet 
Republics, the United States of America and the United States 
of Brazil. In their case it is relevant to consider the political 
probabilities of a necessity arising for a resort on the part 
of any one of them to self-defence. An aggressive attack 
upon the Union of Socialist Soviet Republics is only conceivable 
through the concerted action of at least three of the great 
Powers of Europe. But such an agreement would be not only 
improbable but illegal, for every European state is both a 
member of the League of Nations and a signatory of the Kellogg 
Pact. Similarly the strength of her geographical position and 
the wealth of her natural resources protect the territory of the 
United States of America against any possibility of aggression. 
An occasion for measures of self-defence could only occur either 
through the development of a situation in the Caribbean Sea or 
Central America which threatened the safety of the Panama 
Canal or through an aggressive attack upon the Philippine 

31 Tt is not altogether a coincidence that the states which have been since 
1920 the most insistent upon international disarmament are predominantly 


free-trade countries and have led the crusade against the practices of dis- 
crimination. . ‘ 

32 See report of the general results of the Italian air-manceuvres in The 
Times, September rst, 1931, to which reference was made by Lord Robert 
Cecil in a speech to the Twelfth Session of the Assembly, Verbatim Record 
of T'welfth Ordinary Session of the Assembly, Fifth Plenary Meeting, p. 6. 

33 An informed discussion of the possibilities of these agencies will be 
found in Lefebure, Scientific Disarmament, Chapter IX. 
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Islands. But in the former case it is impossible to foresee a 
situation of such gravity as to necessitate any special prepara- 
tions in the United States, while in the latter the only states 
which might possess the necessary naval, military and economic 
power are also members of the League and signatories of the 
Kellogg Pact. Finally, Brazil may be regarded as immune 
geographically and politically from serious aggression. 

A general claim, then, on the part of the national state to a 
right to discriminate for the purpose of self-defence can no 
longer be accepted in a society of states wherein, first, the great 
majority can no longer by unilateral action protect the lives 
of their citizens and a small minority, which might unilaterally 
succeed in doing so, under no conceivable political circumstances 
will be called upon to make the attempt; wherein, secondly, 
national economic policies designed to assure security, provoke 
mutual suspicion, retaliation and insecurity, distort the economic 
system, and check the development of international trade and 
the international mobility of persons and capital upon which the 
livelihood of the members of every community depend ; wherein, 
thirdly, a majority of states have accepted under the Covenant 
obligations which not only go far towards the substitution of a 
collectively- for a nationally-organised system of security, but 
by their spirit condemn policies and acts provocative of inter- 
national ill-feeling and friction. 


H. Tue Economic Basis oF DISCRIMINATION. 


But the individual has also the right to subsistence in time 
of peace, to an adequate supply of food, clothing, housing and 
the other necessities upon which he has come to rely as standards 
of living have improved. Is the assumption which change has 
falsified for security of life, to be justified for security of liveli- 
hood? Has experience confirmed the belief that the most reason- 
able expectation of a guarantee of economic security lies in the 
independent authority of the national state? (Can the state in 
the changed conditions of the modern world show any justifica- 
tion for its claim on this ground to the right of discrimination ? 
Certainly the state has not hesitated to make full use of its 
powers of intervention for fiscal and non-fiscal purposes either 
internally, to safeguard the rights of the majority through pro- 
visions for social services, for fair hours and conditions of work 
and for the protection of the consumer, or externally, through 
the weapons of discrimination, at one time to defend the interests 
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of national production and transport, commerce and labour 
against foreign competition, at another, to strengthen the 
relative position of the national productive and distributive 
systems in a competitive international economy. Moreover, it 
is clear that the internal intervention of the state has been a 
secondary factor of great importance in extending or assuring 
the means of subsistence to those who otherwise would have been 
partially or wholly deprived of the necessities of life.** But it is 
equally clear that the existing volume of supply of those necessi- 
ties in economically-developed countries is primarily the product 
of a cosmopolitan system of production, distribution and ex- 
change, conducted until the post-war period very largely by 
private enterprise. Without the international flow of tropical 
raw materials, capital and labour, without transnational com- 
munications and transport and international marketing arrange- 
ments, the final curtain would never have been rung down upon 
the economic scene of the early eighteenth century. As it is, 
these changes have so knit the world together that it has become 
an anachronism to describe national economic history in other 
than international terms. Nevertheless, the premises of politi- 
cal sovereignty continue to be applied to this economic system 
with the aim of controlling additional supplies of grist for the 
exclusive use of the national mills. The result has been disas- 
trous, an increase not of security and welfare, but of uncertainty 
and poverty. The counsels of sacred egotism have never proved . 
more treacherous. Since the decline of feudalism the individual 
has never felt less secure in the enjoyment of his daily bread. 
But if the individual is no longer justified in relying ulti- 
mately upon the state for the assurance of his livelihood, whence 
can the guarantee be most reasonably sought? ‘The experience 
of the last ten years has established beyond all shadow of doubt 
the fundamental cosmopolitanism of the modern system of 
production, exchange and distribution. In an economy in which 
displacement or adjustment in one country reacts sooner or later 
upon every other country, individual, parochial, national or 
regional welfare has become, in the long run, a function of 
universal welfare. Attempts to turn these forces to local 
advantage irrespective of the rest of the world have proved 
useless and dangerous. The scale of the machinery of economic 
security, therefore, cannot be less than universal. The guarantee 
34 See, for example, the authoritative statement of Sir Hubert Llewellyn 


Smith on the influence of Trade Boards in improving conditions of employ- 
ment in London industries in The New Survey of London Life and Labour, 


Vol. Ii, p2 35: 
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can only be sought in a system which aims, first, at assuring 
to all individuals, irrespective of nationality, wealth and birth, 
the minimal necessities of iife, and secondly, at maximising the 
material welfare of all. 

But the governing principle of the system is no less important 
in view of its ultimate purpose—the creation of a guarantee. It 
may well be said that a return to a “‘ free ’’ or ‘‘ competitive ”’ 
economy would offer the most reasonable expectation of success. 
The claim seems to depend upon the realisation of three condi- 
tions : the elimination from the economic system of all forms of 
official and non-official interference, the persuasion of a majority 
of the world’s population that a system of pure competition could 
and would yield the most reasonable expectation of subsistence, 
and finally, the inoculation of official and non-official inter- 
national relations against the dangers of friction from competi- 
tive enterprise. But is there any practical possibility that 
within any measurable time these conditions, even if they are 
socially desirable, will be fulfilled? Artificial interference by 
official agencies has been shown to be no haphazard phenomenon 
but a response to the sustained appeal of modern communities 
for greater economic security and social equality. Is there any 
evidence that intervention on these grounds can be other than 
a permanent feature of government? On the contrary, the 
extending currency of the principles of social equality and the 
keener sense of social consciousness in the individual, stimulated 
by systems of compulsory education, seem not only to have des- 
troyed any general inclination to return to a régime of unfettered 
competition, but to encourage support for an even more drastic 
interference. Historical irony has decreed that when equali- 
tarian principles could be nationally practised through indepen- 
dent action, they were not preached. Now when they have 
gained general approval, the opportunity for independent 
national realisation has finally passed. The pursuit of the 
principle of social equality within the national community 
inevitably encourages the most dangerous forms of rivalry in 
an international society of economically sovereign states: for in 
the attempt to protect acquired standards against the menace of 
foreign competition states have recourse to policies which not 
only jeopardise peaceful relations, but threaten in the long run 
to divert the discriminating state itself from the path of social 
equality. But it is clear that the principle will not be abandoned. 
Official and non-official interference cannot be entirely eradicated 
from the economic system. Certain sectors, particularly those 
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relating to the hours, conditions and wages of labour, will 
remain largely rigidified by social legislation, international con- 
ventions and collective agreements between employers and work- 
people.** Under these conditions ‘‘ a free economy ’’ would be 
in the same position as a prisoner released on bail. An appear- 
ance of freedom would only mask subordination to the ultimate 
authority of independent national governments. But such a 
régime would hardly differ from the existing one. The 
guarantee of the individual’s right to subsistence can only lie, 
therefore, in the subordination of national to international regu- 
lation in the interests of universal welfare; in a word, through 
the renunciation of economic sovereignty by the sixty odd states 
of the world and the general acceptance of the principle of 
international official control. 


35 This is frankly recognised by Professor Hilton : Industrial Relations (an 
Inaugural Lecture), p. 33. 
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A Case Against Technical Progress P 
By NicHo_as KaLpor. 


TuE effects of technical discoveries on the production and distri- 
bution of wealth cannot be said to have escaped the attention of 
economists. Although a theory of inventions still remains, 
together with other unexplored problems of economic dynamics, 
largely a task of the future, enough has been established to reject 
on theoretical grounds the popular claim that inventions tend to 
diminish the volume of employment and lower the wages of the 
workers. Our knowledge of the subject remains, however, 
scattered in different sections of the standard works and hardly 
any monographic comprehensive investigation has been under- 
taken. There are at least two reasons for this deficiency. 
Firstly, the optimistic conclusions regarding the effect of inven- 
tions follow self-evidently from the general notions of the theory 
of equilibrium and, therefore, did not seem to demand a special 
proof. Secondly, as the trend of events during the latter part of 
the nineteenth century seemed to support the views of the 
economists—a great expansion in the use of machinery went hand 
in hand with a rise in population and a rise in real wages—the 
generally accepted view was never seriously challenged. In fact, 
this was one of the few fields where the views of the economists 
did not strike members of the general public as being devoid of 
common sense. 

Since the War the situation has changed. Far-reaching tech- 
nical changes were introduced which even prompted some people 
to announce the advent of a ‘‘ second industrial revolution.’’ 
Unemployment appeared on a grand scale, pari passu with these 
technical changes, and showed little tendency to diminish as the 


_ 1 The first discussion of the problem arose out of the impact of the 
industrial revolution. Ricardo’s celebrated chapter on machinery, added 
to the last edition of his Principles, is often considered one of the least 
satisfactory parts of his analysis. His pessimistic views were not shared by 
his contemporaries (cf. McCulloch, Principles, ch. vii, especially pp. r190- 
208; Senior, Political Economy, 2nd ed., pp. 162-8) nor by the post-classical 
economists. (The most comprehensive modern statement is found in Shield- 
Nicholson’s The Effect of the Introduction of Machinery on Wages, London, 
1892, which, however, puts more emphasis on questions of institutional 
Pa. ee than on analytical problems. Further references are given 
elow. 
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first impact of “‘ rationalisation’? was passed. It was only 
natural that these two things should be linked together in the 
public mind and that the pessimistic views about the effects of 
the introduction of machinery on labour, so familiar in the early 
days of the industrial revolution, should make their reappear- 
ance. It was left, however, to the World Crisis to alter funda- 
mentally, with its ‘“‘ pressure of facts,’’ the general outlook 
towards Technical Progress. To-day there is scarcely any 
political or journalistic observer of world affairs who does not 
attribute to the rapid growth of technical improvements one of 
the major causes of the present trouble. 

At first, economists did not feel under any temptation to 
pronounce their views afresh upon this question, since no new 
facts or arguments came to light which would have affected the 
previous analysis. Lately, however, Professor Emil Lederer has 
come forward with a new book’ whose professed aim is to provide 
a “‘theoretical background’ for this change of sentiment. Here 
he attacks the traditional views on the subject—what he calls 
*“ compensation-theories ’’—treating them as relevant only to a 
static state; and he accuses economists of having failed to 
appreciate the fundamental differences which the existence of a 
dynamic system introduces into their analysis. His conclusions, 
if correct, would have a fundamental, almost revolutionary 
importance, both from the theoretical point of view and as a guide 
to practical policy. ‘The writer of the present article may, there- 
fore, be excused for devoting to Professor Lederer’s arguments 
something more than an ordinary review—the more so, as the 
author himself regards his book as a first attempt at a new 
analysis, published in an incomplete form mainly to stimulate 
discussion on a subject of great practical importance. 


i 


With Professor Lederer’s presentation of the traditional view 
—the compensation theories—few would quarrel. He rightly 
rejects the naive version that the introduction of machines must 
increase the demand for labour in the machine-making indus- 
tries to the same extent as it is diminished in those industries 
which use the machines (this need not necessarily be the case) ; 
and puts the emphasis of these theories on a different aspect : 
namely, that inventions can never destroy, but only change the 


2 Technischer Fortschritt und Arbeitslosigkeit. By Emil Lederer, Pro- 
fessor of Economics in the University of Berlin. Tibingen, 1931. 
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direction of purchasing power; a diminution in the demand for 

productive agents in one industry will, therefore, increase the 

demand for them in all the others. It is this theory against 

which Professor Lederer’s own arguments are mainly directed. 
His own positive conclusions are summarised as follows : 


(x) Whether Technical Progress causes a lasting ‘‘ structural ”’ 
unemployment, or not, depends upon its rate. The proper rate 
(i.e. that which can be put into effect without causing a lasting 
disturbance) is determined by the relation of capital accumula- 
tion to the increase of population; (2) The tendency of concen- 
tration in industry causes the rate of technical progress to 
become excessive. This deepens the disproportionalities arising 
from the ‘‘ partial organisation ’’ of production ; (3) The rate of 
technical progress during the boom is responsible for the magni- 
tude of the depression ; (4) The ‘‘ disastrous ”’ effects of technical 
progress make its ‘‘ checking ’’ by social safeguards one of the 
vital problems of European nations; (5) The belief in the 
‘“ blessings ’’ of technical progress springs from an ideology of 
capitalistic producers, which illuminates one side of the facts and 
completely overlooks others. Capitalist economy at present 
~ suffers, in fact, from an over-expanded rate of progress. 

After this impressive array of conclusions, given at the begin- 
ning, the rest of the book is bound to be somewhat disappointing. 
Professor Lederer accuses economists of failing to see ‘‘ the 
whole process ’’ when they relegate technical improvements into 
the ranks of ‘‘ external ’’ change of data, to which the economic 
system always responds in the customary way by the establish- 
ment of a new equilibrium; but he adduces few arguments, 
beyond those already known, why, given a certain type of 
technical improvements, ‘‘ equilibrium in a theoretical sense ”’ 
will be connected with permanent unemployment. Had he con- 
fined his analysis to clearing up, under what conditions tech- 
nical progress will have harmful effects on the share of labour 
in the national dividend, his book might have provided a valuable 
basis for further discussion and for the interpretation of actual 
facts. But he attempted more than this: he singles out tech- 
nical progress, among the innumerable factors making for 
change in the actual world, and makes it responsible, by a logical 
salto (implicitly assuming that anything which diminishes the 
relative share of Labour in the National Dividend will cause 
lasting unemployment), for a state of disequilibrium which may 
become cumulative. 

It would do less than justice to a very distinguished author, 
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if, before stating our criticism, we did not go, somewhat more 
extensively, into the trend of his arguments. Professor Lederer 
contemplates first a static, and then a dynamic equilibrium and 
examines the effects of an introduction of technical improvements 
in a single industry on the economic system as a whole. His 
conception of “‘ static’ and ‘‘ dynamic ’’ is somewhat different 
from the traditional interpretation. In his static system, not 
only the total amount of factors of production is given, but also 
the factors employed in each industry,’ and, therefore, the 
examination of effects is confined to the demand side; while his 
dynamic system is “ capitalist production carried on for the 
profit-seeking motive, where profits are again invested and thus 
increase the volume of production’’ (p. 28). ‘This definition 
amounts on closer reflection to nothing more than a state where 
capital accumulation takes place, as the fact that this accumula- 
tion takes the form of the investment of profits rather than 
individual savings is not relevant in determining the conditions 
of equilibrium. ‘This is, therefore, a purely endogenous defini- 
tion of the dynamic system. And yet, on another page (p. 10) 
Professor Lederer says that the dynamic process, as distinct 
from the static process, is determined by (1) technical progress, 
and (2) changes in population (leaving out apparently changes in 
volume of capital) ; he bases, therefore, his conception on purely 
extraneous, non-economic factors. In constructing his dynamic 
equilibrium, however (p. 30)—-which is the basis of far the 
largest part of his analysis—he makes use of none of these defini- 
tions and contemplates a state where capital and labour increase, 
year by year, in the same ratio, productivity per head, the 
organic composition of industry and the distributive shares 
remaining the same. Since a dynamic theory in economics as 
distinct from a static theory is mainly interesting because there 
is a constant change in the methods of production in the former 
which is lacking in the latter, it is scarcely helpful to contem- 
plate a dynamic state in which the relative scarcity of the factors 
of production remains constant by assumption and, therefore, the 
methods of production can only change as a result of extraneous 
circumstances.* In fact, from the analytical point of view there 


3 The assumptions involved in his static system are not quite clear. The 
analysis on pp. 16-17 seems to contemplate a movement of factors between 
indust?ies. But on p. 20 he states that in a static state the elasticity of 
demand for any product is unlikely to be greater than one; while on p. 26 
he states that the system remains static only if an ‘“‘ elasticity equal to 
unity is contemplated.” 

4 We are disregarding here (as Professor Lederer has also neglected them) 
economies arising from a mere increase in numbers, i.e. if imcreasing 
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is very little to distinguish such a state from a static one. It is 
only by contemplating a state where the relative scarcity of 
factors varies (capital is increasing relatively to labour or vice 
versa) that we are able to distinguish’ between those changes of 
technique which come from ‘‘ outside,”’ i.e. are changes of data, 
and those changes which are themselves the result of the change 
in the scarcity of factors. These methodological strictures may 
appear remote from the main argument. But, in fact, they bear 
very closely on it. That Professor Lederer has chosen his assump- 
tions in a way which makes impossible a differentiation of the type 
we have indicated may be responsible for the fact that he 
considers, almost exclusively, the changes in technique them- 
selves, and not the causes responsible for these changes; and 
thus is able to make charges against technical progress, which, 
in our view, cannot properly be attributed to it. 

A change in technique (in the wider sense of the term, as 
referring to changes in the methods of production) can be initiated 
by one or other of three causes : (i) inventions, or ‘‘ autonomous ’”’ 
improvements; (ii) a change in the relative scarcity -of 
factors originating from the supply side; (iii) a change in 
the price of the factors, their relative scarcity remaining the same. 
The main difference, of course, is between (i) and the others, i.e. 
the adoption of methods of production, which were not previously 
known, and the adoption of methods, which were not previously 
profitable. Only (i) can be properly called ‘‘ technical progress,’’ 
while (iii) cannot arise in a purely competitive society. A given 
change of technique in an industry, however, does not carry with 
it an indication of which of the three categories it belongs to. 
Professor Lederer is only interested in changes under (i),° but he 
apparently thinks that all changes in the technical process of 
industry are due to this factor ; he gives little or no consideration 
to (ii) (even in the last chapter, when dealing with capital accumu- 
lation, he does not seem to realise that*an increase in the relative 
supply of capital involves in itself, even in the absence of any new 
inventions, a change of the technical process) ; and he entirely 
ignores (ili), although, as we shall see, this may be the most 
important so far as unemployment is concerned. 


returns in the pure sense are operating in the system as a whole. In that 
case a proportional increase in labour and capital will cause a more than 
proportional increase in output, by enabling a greater degree of specialisa- 
tion, a further division of labour, to be introduced (cf. Allyn Young’s 
“Increasing Returns and Economic Progress,’ Economic Journal, December 
1928). The introduction of this factor would complicate the argument without, 
however, affecting our main conclusions. 

° This becomes clear from the definition given on p. 2, as well as the 
general treatment in chapters ii-iv, passim. 
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Professor Lederer develops the crucial points of his analysis 
by means of complicated numerical examples. ‘These have a 
double disadvantage, firstly, of leaving the conditions, under 
which the results described by him must necessarily follow, 
undetermined, and secondly, of making it difficult for his critic 
to state the exact point of disagreement. Thus the crucial case in 
his argument, stated in a concise form, is as follows: In 
the proportionately progressing state a few firms in one of 
the industries, the coal industry, introduce a new method, by 
which the same product can be obtained by half the number of 
labourers and about one-third more capital. The additional 
investment in the coal industry decreases current investment in 
all other industries by some 30 per cent., so that both output 
and employment in the rest of the economic system decrease, 
or rather increase at a slower rate. At the end of that 
year 1.3 per cent. of the workers will be unemployed, the national 
dividend will be 1 per cent. less than what it otherwise would 
have been (as the output of the ‘‘ dynamic ”’ firms remains the 
same, while the output of all other firms will be less); profits 
(including the remuneration of capital) will be greater, but the 
diminution in the wage-bill will be four times as large as the 
increase in profits. ‘‘ This example shows how relatively small 
changes cause relatively large disturbances. . . .”’ If no 
further changes take place (i.e. all industries resume their 
normal rate of growth in the following year), ‘“‘ the only effect 
of the technical improvement would be the increase in profits and 
the displacement of labour.’’ Under these assumptions, therefore, 
‘* prolonged unemployment will be created, caused, on the one 
hand, by the displacement of labour in the dynamic firms, on the 
other hand, by the diminution of the Wages Fund (employing 
capacity) in all other branches of production.’’® 


Il 


The fundamental objection against Professor Lederer’s argu- 
ment is that it is based on a case which cannot take place in a 
competitive society, i.e. where technical invention has the effect 
of diminishing the national dividend (i.e. it diminishes produc- 
tion in all industries from which capital is withdrawn without 

6 Pp, 36-51. The translation of the German Arbeiterfassungsraum by 


“‘ Wages Fund ”’ (which, in English terminology, denotes a long-discredited 
concept) may be incorrect. But I cannot attach any other meaning to this 


term. 
D 
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increasing it in those firms where more capital is now employed).’ 


The effect of a technical improvement for the entrepreneur intro- 
ducing it must always be a diminution in money (or displace- 
ment) costs per unit of output; if it does not there will be no 
incentive to adopt it; and if it does it will always lead to an 
increase in production. Professor Lederer is right in regarding 
entrepreneurs as interested exclusively in augmenting their 
profits. But the trouble is that inventions can, ceteris paribus, 
only increase the profits of the entrepreneur in so far as they 
reduce costs, i.e. the technical coefficients required to produce a 
unit of output. 

It follows from this proposition—whose validity, except 
perhaps by Ricardo, has never been seriously contested*—that 
inventions will always lead to an increase in production in that 
industry where they are adopted: except in the extreme case 
when the elasticity of demand for the product of the dynamic 
industry is actually zero.° They will also increase the volume 
of production in all other industries, if the elasticity of demand 
for the product of the dynamic industry is less than one.*® If 
it is greater than one, output in ‘‘ other industries’’ may increase 
or diminish, according to the degree to which ‘“‘ increasing 
returns’ in the pure sense (‘‘ from the point of view of the 
community ’’ in Professor Pigou’s well-known terminology) are 
operating in the dynamic industry and ‘“‘ diminishing returns ” 
in the pure sense in “‘ other industries.’’** In Professor Lederer’s 

7 For an analysis that the adoption of technical inventions must increase 
the national dividend, cf. Wicksell, Vorlesungen, Vol. I, pp. 199-207, Pigou, 
The Economics of Welfare, 3rd ed., pp. 669-678, and a yet unpublished essay 
by Mr. J. R. Hicks on Distribution and Economic Progress. Cf. also Professor 
Lederer’s own treatment of the problem in Aufriss der Gkonomischen 
Theorie, pp. 332-347. 

8 It is stated quite clearly, in another work, by Professor Lederer himself : 
cf. Aufriss, p. 333. He does not draw, however, those conclusions, which in 
our belief necessarily follow from this proposition. 


®The term ‘‘ dynamic industry’ is used here to denote that industry 
where the invention is introduced. i. 

10 We are referring, of course, exclusively to “ goods of the first order ”’ 
or consumption goods; in other words we regard all stages of production 
out of which a consumption good finally emerges as one industry. The 
production of goods of higher order can, of course, always diminish as a 
result of an invention, especially a ‘‘ capital-saving ”’ invention. The intro- 
duction of wireless, e.g. increased the output of overseas telegrams, although 
it diminished the production of cables. 

11 Even if we adopt the more satisfactory and more scientific interpretation, 
that an ‘‘ increase ’’ in the national dividend can only be regarded as estab- 
lished, if the volume of production increases in some industries and diminishes 
in none, while a fall in the national dividend is only established if production 
diminishes in some industries and increases in none, we have seen that in the 
majority of cases the national dividend has increased as a result of the 
invention, while in no conceivable case has it diminished. (Secondary 
changes, arising out of possible shifts in demand curves, if, as a result of 
the invention individual distribution alters, are disregarded.) 


1932 | A CASE AGAINST TECHNICAL PROGRESS? 187 


main example, however, not only does the output of the dynamic 
industry remain unaltered, but there is apparently no change in 
cost wep unit, simply because the whole of the additional 
" profit (excess of receipts over labour outlay and amortisa- 
tion) is imputed to the additional capital invested. In his 
example the rate of interest ruling in the market seems to be 
6 per cent. before and after the improvements have been intro- 
duced ; while the additional investment in the dynamic firms 
yields 15 per cent. Although no reason is adduced why the 
entrepreneurs in the dynamic firms should be obliged to pay 
more than twice as much for the use of capital as their more 
fortunate colleagues in other industries (and if they are, why 
are they introducing the technical improvement at all?): no 
differentiation is made, how much of this 15 per cent. will be 
actually paid to the investor supplying the new capital, and 
how much to the “ heroic’ entrepreneurs introducing the new 
combination.’* So long as the entrepreneur’s total outlay on 
labour and capital together will be less under the new combina- 
tion than under the old, he will have an immediate incentive 
to expand production: and this will continue so long as any 
surplus is left on the marginal unit. Even assuming the extreme 
case, therefore, that the elasticity of demand for the product is 
actually zero, Professor Lederer is still wrong in thinking that 
the output of the dynamic firms can remain unchanged because 
under competitive conditions the elasticity of demand for the 
product of any single firm is necessarily very much greater than 
the elasticity of demand for the product of the industry as a 
whole ; and it is under conditions of competition (and under the 
further limiting assumption that the new method is only known 
to a few firms in the industry) that he wants his conclusions 
to be applied.*® 

It seems to us, therefore, that in order that Professor Lederer’s 

12 The fact that in practice the two functions may be supplied by one and 
the same person does not relieve us of the necessity (for reasons into which 
we need not enter) of differentiating between them in analytical imputation. 

13. On p. 50 Professor Lederer intends to forestall objections of this sort 
in the following words : ‘‘ Now it may appear improbable to some people 
that production has not expanded in the dynamic firms, that Technical 
Progress merely substituted capital for labour without increasing output. 
Yet such cases do occur in practice... . Let us remember, e.g. that spin- 
ning-machines were introduced before the mechanical loom was discovered. 
The number of spindles which could find application was limited to the 
existing number of weavers.’’? He bases his reasoning on a case, therefore, 
in which the elasticity of demand, for technical reasons, is actually zero 
beyond a certain point. This would be quite permissible if he had 
explicitly limited the validity of his analysis to such cases. But it appears 


from his whole treatment in these chapters that he wants to apply his 
conclusions irrespectively of the nature of the demand curve. 
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contention should be true (that the introduction of a certain 
technical invention should simply have the effect of substituting 
capital for labour without affecting output) at least three condi- 
tions must be present: (i) the invention should only be known 
to one firm; (ii) that firm should be in a position of complete 
monopoly ; (iii) the demand curve should show an elasticity less 
than one. (If (ii) and (iii) are given without (i) there is always 
the danger that other people with the aid of the new and cheaper 
process will be able to break the producer’s monopoly.) Condi- 
tion (ili) is unnecessary if some simplifying assumptions are 
made as regards the effect of the new invention on the cost curve. 
If the invention has simply the effect of shifting the total cost 
curve without changing the shape of the curve (which is unlikely) 
the point of maximum profits in relation to output remains the 
same; but if the shape of the cost curve is changed as well, the 
new point of maximum profits will be probably beyond the old 
position (unless the demand is inelastic). 

On further reflection even this definition does not seem water- 
tight. As, in the case of monopoly, profits will always be 
maximised at an output where the elasticity of demand is greater 
than one,'* the above conditions (ii) and (iii) are self-contradic- 
tory. We are thrown back, therefore, on the further condition : 
that the invention should merely shift the cost curve without alter- 
ing its shape. This condition, however, is in most cases equivalent 
to a proportional all-round diminution of the technical coefficients. 
In such a case, therefore, labour and capital will generally only 
be released in equal proportions as a result of the technical 
improvement: and this is obviously not the type of invention 
Professor Lederer is contemplating or one which is likely to give 
rise to difficulties of the sort he describes. (As we have seen above, 
he only deals with a type of invention which releases labour and 
absorbs capital simultaneously.) 

We have seen, therefore, that production will always increase 
as a result of an invention in those firms where it is introduced : 
and that it will always increase in industry as a whole, except 
when the elasticity of demand is actually zero, or, in the case 
of monopoly, when the conditions outlined above are satisfied. 
Consequently, a labour-saving invention will practically never 
release labour in that industry in the same proportion as it 
increases output per head: and it is quite possible that it will 


14 Hxcept in the limiting case where the supply curve shows a negative 


elasticity equal to unity, i.e. total costs are the same for any amount of 
output. 
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not diminish employment in that industry at all. Whether 
labour will be actually released or not, will depend partly upon 
the elasticity of demand, partly on the degree by which the 


invention increases the marginal productivity of capital relatively 
to labour. 


Ill 


So much for the direct and immediate effects of an autonomous 
technical change on employment. As to the further and indirect 
effects on other branches of production, we are still less able 
to follow Professor Lederer in his conclusions. As the invention 
in question had the effect of increasing the relative scarcity of 
capital, the natural rate of interest will rise, and the equilibrium 
level of wages will fall; but as the rise in the natural rate of 
interest was not due to a diminution of the supply of capital 
but to a rise in its productivity, the level of real wages will 
only diminish to a lesser extent than if the increased scarcity 
of capital had been due to the former cause. Nevertheless, if 
wages are rigid, unemployment will ensue. Under static condi- 
tions, temporary unemployment will be created even if wages 
are elastic, as some producers will require time to adjust their 
plant to the new price-relationships of the factors of production. 
But in a quasi-dynamic state, contemplated by Professor Lederer, 
where year by year new capital and labour is added to production, 
this factor will have a minor importance, as producers will be 
able immediately to employ capital and labour in new proportions. 
The magnitude of temporary unemployment will, therefore, 
depend partly upon the mobility of labour, partly upon the 
nature of technical invention and the nature of the demand curve. 
The existence of permanent unemployment will depend in any 
case upon the assumption of rigidity of money-wages and not 
on the nature of the invention. 

According to Professor Lederer, however, if unemployment is 
due to a relative slowing-down of capital accumulation (which 
is in all respects similar to the present case) the ‘‘ employing 
capacity ’’ of the community will diminish and in such cases a 
fall in wages is unlikely to have any effect on employment. “ It 
means, under constant prices, a transference of demand from 
consumption goods to means of production. Because the firms, 
who are saving in wages, increase their profits and, therefore, 
demand more production goods . . . the proportion of capital 
goods produced will, therefore, rise, but the number of labourers 
will remain constant. A part of the labourers who have hitherto 
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produced consumption goods will now produce capital goods, 
because the demand for consumption goods, owing to the diminu- 
tion in wages, has fallen off. A new employing capacity is thus 
not yet created.’’’’ All this sounds very strange to people who 
were brought up on the marginal productivity analysis. Pro- 
fessor Lederer admits in the next sentence that this implies the 
assumption that the ‘‘ elasticity of demand for labour is zero,”’ 
but he adduces no reason why this should be so; nor does he 
give any reason why entrepreneurs should spend the additional 
profits on buying more capital instead of buying more labour. 
If the price of labour falls and/or the price of capital rises, surely 
it will be more advantageous to them to employ more labourers 
than to employ more machines. Even if the technical co- 
efficients are absolutely rigid in any specific enterprise, this 
cannot be true for the range of industry as a whole: and 
consequently the short-run elasticity of demand for labour can 
never be actually zero. 

The long-run elasticity of the demand for labour will not be 
zero, and need not even be less than one, even if we assume that 
the technical coefficients are absolutely rigid in all industries. 
In that case a fall in wages will stimulate industries using 
relatively more labour and discourage industries employing 
relatively less labour: and this process will continue until the 
available labour is reabsorbed. In order, therefore, that the 
long-run elasticity of demand for labour should be zero (and 
it seems to us that something of this sort is necessary to prove 
Professor Lederer’s contention that labour will not be reabsorbed, 
even in the long run, and even if wages fall, unless capital 
accumulation takes place subsequently) the following extreme 
conditions have to be assumed : (i) that the technical coefficients 
should be absolutely rigid everywhere; and either (ii) that the 
proportions in which labour and capital are employed should 
be the same in all industries ; or (iii) that the elasticity of demand 
for the products of all industries which employ relatively more 
labour should be less than one. As will be readily admitted, 
however, this is not a very firm foundation on which to build. 

Professor Lederer also considers the case when the demand for 
labour is not rigid, but one gets the impression from his treatment 
that this is a case of rather subordinate importance. ‘Then the 
demand for consumption goods may remain the same and the 
entrepreneurs’ “‘ additional demand for production goods ’’? may 
represent an increase in the social dividend; the degree of 


15 Pp. 64-65. Italics mine. 
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employment will rise. But even here “ the reabsorption of 
labour will be bound within narrow limits and will require time ”’ 
(p. 67). It seems that even in an “‘ extreme case ”’ Professor 
Lederer envisages only unity-elasticity in the demand curve 
for labour.*® 


IV 


All that Professor Lederer has succeeded in establishing so 
far is that some technical inventions may go so far as to reduce 
the absolute share of labour in the national dividend, and in 
this case, if wages do not fall, unemployment will arise. From 
Professor Lederer’s analysis, however, one gathers the impres- 
sion that all technical progress must inevitably have this effect; 
that all technical inventions increase the relative scarcity of 
capital. He seems to overlook entirely that inventions may 
have the exactly opposite effect, i.e. that they can be capital- 
saving and increase the relative scarcity of labour. In fact, 
there is no reason to suppose why, in the long run, inventions 
should increase the relative scarcity of capital rather than the 
relative scarcity of labour.’ And although no single invention 
is likely to increase the productivity of the two large groups 
of factors in equal proportions, it is probable that in the long 


16 Arguments in some respects similar to those of Professor Lederer were 
put forward lately by Alvin H. Hansen, ‘“‘ Institutional Frictions and Techno- 
logical Unemployment ”? (The Quarterly Journal of Economics, Vol. XLV, 
August 1931, pp. 684 et seq.). Mr. Hansen emphasises that a technical improve- 
ment reducing costs per unit and displacing workers need not result in 
increased purchasing power, because the gain of the consumers following a 
reduction in prices “ is offset by the loss in purchasing power suffered by the 
displaced workers.’ ‘‘ If we could assume that the displaced workers some- 
how found new employment and were again earning wages, then indeed there 
would be a net gain in total real purchasing power arising out of the additional 
goods which they produce. But this is to assume the problem solved without 
explaining how it happened. ... As we have seen, closer examination of this 
thesis exposes a serious fallacy. It turns out, that as far as this analysis 
goes, there is no reason at all why the displaced labour should not remain 
permanently unemployed ” (op. cit., pp. 686-7). But surely the thesis Mr. 
Hansen is referring to does not contemplate an increase in purchasing power ; 
it merely assumes that purchasing power is not destroyed. And on that 
assumption—whose correctness he does not question—no type of invention 
can permanently displace labour, so long as the proportions in which factors 
are combined are variable (or if not variable, are different in different indus- 
tries) and the prices of the factors are determined competitively. Later on, 
however, Mr. Hansen admits that the argument depends upon the rigidity 
of money wages; so that our disagreement with him on this point turns out 
to be not one of substance, but merely one of emphasis. ; 

17 The fact that. technical changes carried out in industry in late years 
were mainly, if not exclusively, of a labour-saving character proves nothing 
in favour of a theory which attempts to show that inventions are, in the 
majority of cases, of such a nature. As we shall see below, this would be 
only relevant if it could be shown that in these cases the technical change 


was the independent variable. 
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run their effects on relative scarcities cancel out and leave the 
distributive shares exactly as they were.*® ‘ 

But even assuming that all inventions increase the relative 
scarcity of capital, i.e. are labour-saving, it by no means follows 
that they will diminish wages. It is only when they increase 
capital’s share by a greater amount than they increase the 
national dividend that labour incomes will actually fall. And 
even assuming that inventions, on balance, do have this effect 
and tend to diminish labour’s absolute remuneration, there is 
no reason why this should not be counter-balanced by the 
simultaneous capital-accumulation which is always going on in 
a progressive society. 

It is true, that if all the above conditions are present and 
wages are rigid, unemployment will be prolonged or even 
permanent. But unemployment will always be present whenever 
wages are out of equilibrium with the true marginal productivity 
of labour: and there is no more reason to blame Technical 
Progress for this fact than the dumping of goods from Russia 
or the exploitation of Chinese labour. The fact that unemploy- 
ment in recent years went hand in hand with technical changes 
in industry (i.e. “‘ rationalisation ’’) no more proves that the 
first was a result of the second than that the second was the 
result of the first. And this is where that classification of the 
causes of technical changes, which we have given at the begin- 
ning, but which has been entirely left out of consideration by 
Professor Lederer, seems to us to be very important. For a 
change in the price of the factors of production, their amounts 
remaining the same, brings about the same sort of technical 
changes in industry as a change in the relative scarcity of the 
factors themselves. In a competitive society, relative prices are 
determined by the relative scarcities of the factors, but for each 
individual producer, the prices, which are given to him, 
determine in turn the relative proportions of the factors which 
he employs. If the price of a factor changes, he will have the 
same inducement to change these proportions (which always 
implies a change in the methods of production in the long run) 
whatever the cause of the price-change. If the price of labour 
rises, he will be induced to employ more machines, which was 
not profitable for him before ; and once these machines are estab- 
lished, his whole demand curve for labour will fall, i.e. at least 


18 Cf. on this point the excellent analysis in Mr. Hicks’ above-mentioned 
essay on Distribution and Economic Progress, which I understand will be 
published in a forthcoming book of the author on the theory of wages. 
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for a time, until the new machines wear out, he will employ less 
labour at any price. The reason for this is, of course, that real 
productivity has not increased but diminished ; the entrepreneur, 
after having introduced the machines, will be in a better position 
than he was at first, after the price of labour has risen, but he 
will be in a worse position, as far as costs per unit of output 
are concerned, than before the rise in wages. Professor Lederer 
is, therefore, right in considering that wage reductions may put 
a brake on technical improvements in some cases; but only if 
these technical improvements were themselves induced by a 
change in the price-relationship of the factors of production rela- 
tively to their true marginal productivities. In such cases there 
is still no reason to interfere with the process of technical change, 
because so long as the prices of the factors remain what they 
are, the national dividend will be greater after their introduction 
than before.’* It is true that unemployment in such cases can 
only be made to disappear by a reduction of wages below the 
level at which they were before the rise; and as, in the actual 
world to-day, wages become too high not because their money- 
level has risen, but because it has not fallen with the fall of 
the price-level, it is unlikely that a large reduction in money 
wages will be more easily effected than a smaller reduction. All 
this, however,: has little to do with Technical Progress in the 
proper sense of the term, which cannot be considered as an 
important factor making for a fall in the marginal productivity 
of labour. 

In the rest of his book, Professor Lederer analyses the effects 


19 This statement needs certain qualification. If entrepreneurs and owners 
of capital were to reinvest the same amounts in the same way after the 
rise in wages than before, then neither the volume of production nor 
employment would contract as a result of the rise, although a subsequent 
rationalisation would diminish both of them. But in order that this should 
take place several conditions must be fulfilled. Firstly, technical coefficients 
must be rigid: i.e. the same machines should require a constant number 
of labourers; a diminution of the labourers employed could, therefore, only 
be effected by introducing a different type of machine. Secondly, the rise 
in wages must not be too large, entrepreneurs should still earn some profits 
on the marginal machines, otherwise they will scrap these machines and 
dismiss the marginal labourers. Thirdly, the rise in wages should be general 
and should affect profits in different industries (of the first order—see 
footnote (10) for the definition of an ‘‘ industry ”’) proportionately, otherwise 
capital will. migrate from one industry into another. | Fourthly, 
the country must be a closed economic system, otherwise capital 
will migrate abroad. Fifthly, capitalists should not be induced to 
consume their capital following a fall in its yield. Nor should unemploy- 
ment insurance be paid out of capital. If the above conditions are not 
present, ‘‘ rationalisation ” (i.e. the migration of capital from the lower 
to the higher states of production, a lengthening of the average production 
period) will, by raising the yield of capital, also augment the volume of 
production as compared with the second situation ; although the volume of 
production will remain necessarily smaller than in the equilibrium position. 
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of credit-creation in connection with technical progress, and 
comes to the conclusion that credit-creation enables technical 
improvements to be carried out without unemployment, but only 
by reducing real labour incomes. This is somewhat contradictory 
to his earlier conclusions, as there seems to be no valid reason 
why unemployment can be better averted by a rise in prices 
than by a fall in money wages, so long as the effect on real 
wages is the same. He does not consider, however, credit-expan- 
sion an effective remedy, as unemployment will emerge as soon 
as the limits of credit-expansion have been reached, and a fall 
in the price-level, as well as a period of deflation, becomes inevit- 
able. The unemployment caused by technical progress is thus 
not avoided, but only postponed; its price will be paid twice 
over ; firstly in a diminution of the real incomes of the workers, 
and secondly in the unemployment of a later period. It is 1m- 
possible here to go into the analysis of this chapter and it should 
suffice to say, that even accepting Professor Lederer’s contention 
that a period of depression inevitably follows a period of in- 
flation, it by no means follows that the technical progress in 
the first period is responsible for the magnitude of the unemploy- 
ment in the second. Even if no new technical processes are 
invented during the inflation-period, the lowering of the money 
rate of interest will lead to the adoption of methods which were 
not previously profitable and which remain profitable only so 
long as the process of credit-expansion continues. ‘The rate of 
inflation determines then the degree of technical change and 
not vice versa. This case is, therefore, essentially similar to that 
considered above; the cause of the change in technique is again 
such a change in the relative prices of factors of production 
which was not warranted by a change of the ‘“‘ real’ factors 
in the economic situation.”° 7) 

It is this misunderstanding of the true causal connection which 
leads Professor Lederer in the next chapter to conclude, that 
the destructions inevitably connected with Technical Progress 
by far surpass any destruction which floods, earthquakes and wars 
cause to the richesse of the capitalistic world (p. 108) ; these aris- 
ing through the sudden devaluation of plant, machinery, etc., 
which has not earned its full depreciation yet, with all the loss 
in “‘the community’s purchasing power’”’ that this implies. 

0 A fall in the money rate of interest below the equilibrium rate will lead, 
therefore, ceteris paribus, to the same sort of technical changes, and will 
cause in the long run the same sort of consequences, as a rise in the 


money rate of wages above the equilibrium rate. It follows from this 
proposition that the effect of too-high money wages cannot be remedied by 
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After what has been said above, it is unnecessary to point out 
that the adoption of technical invention itself can never diminish 
the purchasing power of the community as a whole; and it can 
only diminish the value of its capital in so far as it increases the 
value of labour. It is only the adoption of technical devices 
(whether newly invented or not) which would not be profitable if 
the relative prices of the factors corresponded to their relative 
scarcities, which can ultimately have such effects as Professor 
Lederer describes. 


V 


It seems to us that the attempt to link up economics with com- 
mon sense has failed. It is only ‘‘ pure common sense ”’ to regard 
Technical Progress as the cause of unemployment and depression 
when all over the world, on a scale which compelled everybody 
to take notice, workers were dismissed simultaneously with the 
introduction of far-reaching technical changes. In attributing 
to the latter the magnitude of the former, Professor Lederer 
merely made a gallant attempt to fit theory into facts. But by 
failing to distinguish between technical changes as a dependent 
and as an independent variable he could not realise that from 
an analytical point of view these two phenomena—technical 
changes and unemployment—need not stand in the relation 
of cause and effect, but on the other hand, both might be the 
simultaneous manifestation of a third cause: namely, mono- 
polistic interference with the price system, either from the side 
of capital or from the side of labour. 


an expansion of credit, as is so often assumed, except in the short run: 
because the true, long-run effects of these two policies are not offsetting 
each other, but on the contrary are cumulative. Professor Lederer is, there- 
fore, right in saying that inflation does not remedy but merely postpones 
unemployment. (The rationalising ‘‘ effects of a rise of wages above the 
equilibrinm-level may be partly, or wholly, offset by a fall in the supply of 
capital, following a diminution in its yield, i.e. capital-consumption. In this 
case, the above-described technical changes need not take place; though 
employment and productivity—in the long run at any rate—will contract still 
more. 

21 nN labour-saving invention can nevertheless provide the incentive for a 
credit expansion, by raising the equilibrium rate of interest above the level 
of existing money-rates. If, in such a case, banks do not raise their rates 
promptly, more loans will be demanded and consequently more investments 
undertaken, at the existing rate of interest, than can be maintained out of 
the current volume of savings. As the banks’ consideration of liquidity (which 
determines the limits of credit-expansion) partly depends upon the size of 
prospective gains, a credit-expansion is more likely to be initiated by a rise 
in the natural rate, than by a fall in the money-rate of interest. Cf. Hayek, 
Geldtheorie und Konjunkturtheorie, pp. 96-9. In such cases, however, not 
Technical Progress, but the excess of investments over savings has to be 
regarded as the cause of the ‘‘ unemployment of a later period ’’; the former 
is merely the auslésende Datendnderung, i.e. an external incentive. 
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In saying this, we by no means want to minimise the fact that 
Technical Progress may cause economic dislocation ; and a rapid 
growth of inventions may require greater flexibility in the 
economic system to keep it on an ‘‘ even keel ’’ than is normally 
required—just as nobody would deny that the early industrial 
revolution might have caused less hardship if it proceeded more 
slowly. All these, however, are questions of short-run adjust- 
ment and not of permanent disequilibrium. Nor does there 
seem to be much evidence, except perhaps in agriculture, that 
Technical Progress proper proceeded on a grand scale in the days 
before the crash. And in any case, even if that were so, to blame 
Technical Progress for a lack of adjustment due to rigidity is 
putting the cart before the horse. 
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The Foundations of a Mathematical 
Theory of Exchange 


By R. G. D, ALLEN 


I 
INTRODUCTION AND DEFINITION OF THE PROBLEM 


Economics is, at the moment, the only member of the group of 
social sciences which has definitely passed from the qualitative 
to the quantitative phase. In the words of Professor Hogben,? 
“political economy . . . is adopting quantitative methods and 
assuming the ethical neutrality of an exact science.”” In common 
with all exact sciences, the science of economics has two branches : 
(a) the empirical branch (descriptive economics), and (b) the 
rational branch (pure economic theory). The empirical branch 
arises first and, by experiment or by observation of actual 
phenomena, empirical facts are collected and arranged. After a 
time it becomes necessary to construct the rational branch in 
order to co-ordinate and interpret the empirical facts already 
obtained. The rational branch starts from a set of initial proposi- 
tions which are laid down in advance and to which are applied the 
processes of deductive reasoning, i.e. formal logic and its specialised 
extension, mathematical analysis. Some sections of pure economic 
theory, e.g. the general considerations of exchange and produc- 
tion, are concerned with complex operations involving magnitudes 
and with a large number of mutually dependent variables. In 
these sections formal logic is almost powerless, and it is necessary 
to employ the highly developed extension of logic known as 
mathematical analysis. Now mathematical theories cannot be 

1 An abstract of the first two sections of this paper was read at the Centenary 
Meeting of the British Association (Section F) in September 1931. 

2«The Foundations of Social Biology,’’ Economica, February 1931, p. 17. 
Note that the word “‘ exact ”’ refers to the ‘‘ exactness ’’ of the methods used and 
not to the empirical exactness of the resulting laws. On this point see Kaufmann : 


““Was kann die mathematische Methode in der Nationalokonomie leisten?’’ in 


Zeitschrift fiiy Nationalékonomie, May 1931. eet 
3“* The deductive powers of man are much more limited under the syllogistic 
form than under the analytical form,’’ Rueff: From the Physical to the Social 


Sciences, p. 108. 
197 


198 ECONOMICA [MAY 


constructed on vague and ill-defined premises ; it is essential that 
the set of initial propositions, used as the basis of the theory, 
should be enumerated and stabilised. The object of this paper is 
to discuss the foundations necessary for the construction and 
development of a mathematical theory of exchange equilibrium. 

The two branches of economic science are not, of course, inde- 
pendent : the rational branch must be connected in some way 
with the prior empirical branch. The connection is made in the 
process of laying down the set of initial propositions (assumptions 
and definitions) on which the pure economic theory is to be based. 
If the theory is to co-ordinate the empirical facts, and if it is to 
possess, at the same time, the two essential properties of simplicity 
and uniformity, the initial propositions must be translations of 
empirical facts reduced by abstraction to their simplest elements.‘ 
Observed phenomena are confused and complex, but the initial 
propositions, on the other hand, must be simple, uniform and 
rigorously formulated. The problem is to translate the former into 
the latter, to bridge the gap between the sensations of an observer 
and the rational theory.’ The problem of translation is particu- 
larly difficult in economics for two reasons. In the first place, 
economic experiments under control are almost out of the question, 
and, further, it is difficult in economic theory to prevent the 
introduction of subjective or psychological elements.® 

Pure economic theory relates to the actions of men as manifested 
in the processes of exchange and production of goods on a market. 
As a first step, exchange is separated from production and the 
static problem from the more general dynamic problems.’ The 
assumptions and definitions, which are to serve as initial proposi- 
tions for the construction of a general theory of static exchange 
equilibrium, can be specified under two heads : 


(a) those relating to the actions of the individual as a free 
consumer ; 


(6) those relating to the mutual relationship of individuals 
on a market. 


4 On this point (and for this section generally) see Rueff, op. cit., and Kaufmann, 
op. cit. Note that, in all sciences, the theories which best withstand competition 
are those which are based on a few simple fundamental assumptions and are 
uniform in their structure (cf. Kaufmann, of. cit., p. 769). 

® The facts of the external world cannot be expressed empirically without an 
observer. Colour, sound and heat, for example, do not “ exist ’’ in nature ; they 
relate to the sensations of an observer, and these sensations are translated into 
the wave equations of theoretical science (cf. Rueff, op. cit., pp. 56-7). 

° Cf. Pareto, Manuel d’ économie politique, pp. 16-17, and Rueff, op. cit., pp. 104-6. 

INGE Knight, Risk, Uncertainty and Profit, p. 57 and pp. 141-2: “ The first 
problem is the use of given goods in the satisfaction of given wants .. . and its 
analysis and solution constitute the theory of market Price 


—— 
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In addition it is necessary to specify : 


(c) further assumptions required for the discussion and 
development of the equilibrium position, but not for its 
construction. 


These assumptions and definitions, as discussed in the following 
three sections, must be objective and not subjective or psycho- 
logical in character. 


II 
Economic ACTIONS OF THE INDIVIDUAL AS A CONSUMER 


1. An economic good or service is first defined as a good or 
service which can be possessed, consumed or used by any indivi- 
dual, and such that any change in the individual’s possession can 
only be effected by means of the processes of exchange and pro- 
duction of goods or services. Economic goods and services are, 
therefore, correlated with scarcity and limitation.? An economic 
action, or the economic aspect of a given human action, is then 
defined as an action, or the aspect of the given action, which 
relates to economic goods and services, i.e. which is concerned 
with the changes of the individual’s possession of goods and 
services in the course of exchange and production. Economic 
actions must be considered objectively, with reference to the 
observable results and not to the motives which give rise to the 
actions. Individual economic actions, as manifested in the pro- 
cesses of exchange and production of economic goods, form the 
subject-matter of pure economic theory. The next step is to 
express economic actions in quantitative terms, and so to connect 
the economic problem with the mathematical notation. 

Suppose that the individual is concerned with m economic goods 
labelled X, Y, Z, . Then, at any stage, the individual can be 
said to possess a certain quantity of each of the goods. These 
quantities possessed are, in fact, rates or proportions, i.e. quantities 
acquired by the individual in a certain fixed time® ; the statement 
that the individual possesses an amount x of the good X, y of Y, 
etc., means that he acquires these amounts in the fixed unit time. 
The economic idea of the individual possessing the combination 
which consists of the amounts %, y, z, of the goods X, Y, Z, 
corresponds to the mathematical idea of a point with 


8“ Free goods,”’ i.e. goods which are ndt limited in amount or accessibility, are 
not economic goods; “‘ such goods have no causal relation to conduct” (ibid., 
p. 61). ® Cf. tbid., p. 59. 
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co-ordinates (x,y, 2, ). Moreover the correspondence is “ one- 
one,” i.e. to every possible combination there corresponds one 
definite point, and to every possible point there corresponds one 
definite combination. Analytically, the co-ordinates are simply m 
quantities taken in a definite order (x, y, z, ). _Geometrically, 
the co-ordinates represent a point in m-dimensional space with 
arbitrarily fixed “‘ axes of reference.’’ A pure geometrical theory 
of exchange equilibrium would be difficult, if not impossible, to 
construct ; on the other hand, the analytical theory gains much 
if it is supported and illustrated geometrically, particularly in the 
case of two or three goods only (two or three dimensions). In any 
case, pure geometrical terms (points, curves, surfaces, flats, hyper- 
surfaces, etc.) will be used in the analytical treatment.” 

An individual economic action can be expressed quantitatively 
as a change from one combination, in which the individual 
possesses amounts %, y, Z, of the m goods, to another com- 
bination in which the individual possesses amounts x + Ax, 
y+tAy, z+Az, of the goods. Ax, Ay, Az, , the varia- 
tions in the amounts possessed of X, Y, Z, ——, are quantities 
which can take any values, positive, negative or zero. The result 
of an economic action, in fact, may be that the amount possessed 
of any one good has increased, decreased or remained constant. 
This expression of an economic action corresponds to a “‘ move- 
ment’’from the point .P(x-y, z, ) to the point Q (x + Ax, 
y+Ay, z+Az, ). For simplicity, consider first the case of 
two goods X and Y only, in which case a two-dimensional geo- 
metrical illustration can be used. An economic action now results 
in a change from the combination, in which the individual 
possesses amounts x and y of the two goods, to the combination 
in which the amounts possessed are x+Av and y+ Ay. 
Fixing arbitrarily two axes, OX and OY, at right angles and 
units in which amounts of X and of Y are measured, the first 
combination corresponds to a point P with co-ordinates (x, y) 
in the plane of OXY, and the second combination to another point 
Q with co-ordinates (x-+ Ax, y+ Ay). The economic action, 
therefore, corresponds to a movement from the point P to the 


0 The geometrical and analytical methods are often too rigidly separated in 
mathematical theories ; in most cases a combination of the two methods proves 
more profitable. But, when wndeterymined functions are used (as is the case in the 
theory of exchange equilibrium) it is better to employ geometry for illustrative 
purposes only. 

11 Or, using strictly mathematical terms, a movement vector with direction and 
magnitude. A vector is completely determined by its direction and magnitude. 
The vectors used in the theory of static exchange equilibrium need be given only 
as to direction ; their magnitudes are not required. 
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point Q,i.e.totheline PQ. The y 
line is completely determined 
by the co-ordinates of the points 
P and Q, ie. by x and y the 
amounts originally possessed 
and Ax and Ay the variations 
in these amounts resulting 
from the change. The “ direc- 
tion” of the movement is : 

defined as the slope of the ree PQ, i.e. the tangent of the 
angle 9 the line makes with the axis of X. The direction is 


given by the ratio ot . The “ magnitude” of the movement is 


defined as the length of the line PQ, which is given by 
4/ Ax* + Ay*. In addition to the position of the initial point P, 
the direction and magnitude are sufficient to determine the 
movement completely, and for this the values of 4x and Ay 
are required. In what follows, it is sufficient to know the direction 
of the movement only, and therefore the vatio of the quantities 
Ax, Ay, is alone needed. The quantities 4x and Ay are called 
the ‘‘ components ”’ of the movement (in this case the line PQ). 
In the general case of m goods X, Y, Z, , an economic action 
corresponds to a movement from the point P (x, y, z ) to 
the point Q (x + Ax, y+ Ay, z+ Az, ). The movement has 
m components Ax, Ay, Az, ; its direction is given 
by the m-1 ratios of the components and its magnitude by 
a/ Ax? + Ay? +A + In addition to the original combina- 
tion represented by the point P (x, y, z, ), the movement is 
completely determined by its direction and magnitude, i.e. by 
the values of the components, which are the variations (positive, 
negative or zero) in the amounts of the goods X, Y, Z, ; 
resulting from the change. Again, in what follows, the direction 
of the movement is alone required, so that it is only necessary to 
know the m-1 ratios Ax: Ay: Az: 

At this point the first abstracting assumption must be made, and 
the mathematical theory diverges from the economic facts which 
are to be co-ordinated and interpreted. In all sciences, observed 
or experimental facts are expressed directly in terms of finite 
differences and finite difference equations, but before the mathe- 
matical theory can be constructed these must be translated into 
differentials and differential equations, which are alone susceptible 
to mathematical analysis in its more powerful forms. An economic 


E 
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action has been shown to correspond to a finite movement from 
one point P to another point Q, the components of the movement 
being finite differences Ax, Ay, Az, Now this must be 
translated into an “‘ infinitesimal” movement at the point P 
with components dx, dy, dz, , which are mathematical 
entities known as differentials. The process of translation is 
a “limiting” one? In particular, the direction of the 


finite movement, given by the ratios 4x: Ay: Az: ; 
becomes the direction of the infinitesimal movement, given 
by the ratios dx: dy: dz: , and the latter ratios are the 


limits of the former as Ax, Ay, Az, decrease together in a 
definite way.1* The mathematical treatment, based, as it is, on 
differentials and infinitesimal movement directions, thus depends 
on the validity of a limiting process. The mathematical representa- 
tion is, therefore, an ideal one, and it must be assumed that the 
variables concerned are infinitely divisible and perfectly con- 
tinuous. This assumption of continuity is never realised in 
practice.44 Actually the variations in the amounts of the m goods 
possessed by the individual cannot be decreased indefinitely, and 
the less divisible are the amounts of the goods the more divergent 
is the mathematical theory from actual economic fact. In specific 
cases it may be possible to make an estimate of this divergence ; 
in any case, the fact that the assumption of continuity is made 
must always be borne in mind. 

Tosumup: Atany point P (x, y, z, ) there are infinitesimal 
movements in various directions, and individual economic action 
tends to take place (in the limit) in one or other of these directions. 
The direction of any infinitesimal movement is given by the m-1 
ratios of its differential components, dx, dy, dz, This is now 
a purely mathematical concept, and the connection with the 
economic problem is made by means of the assumption of 
continuity. 


2. In order to formulate the assumptions and definitions 
relating to the economic actions of the individual consumer, it is 
necessary to isolate the main characteristics of the way in which 

™ For a given starting point P (x, y, z——-), the components Ax, Ay, Az, 4 


of the movement are decreased and considered as “‘ infinitesimals,’’ until ‘‘ in the 
limit ” they are replaced by their ‘“‘ principal parts,” i.e. differentials. 


18 In the case of two goods only, the direction of the finite movement, i.e. a ’ 
x 


en: 
tends to the limit, and this is a derivative or a ratio of differentials. 


4“ An individual does not and cannot reckon in infinitesimals ”’ (see Irving 


Fisher, Mathematical Investigations in the theory of value and prices, p. 22). 
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the individual expresses his preferences in actual practice.5 An 
individual possesses the combination (x, y, z, ) initially, and 
varies the amounts he possesses of X and Y, two of the m goods, 
by exchange movements, i.e. he gives X and receives Y, or vice versa. 
Suppose an exchange results in a change from the initial combina- 
tion to another combination (x + Ax, y+Ay, 2, ) where 


Ax and Ay are of opposite signs, and let py = 4 corresponding 
y 


to the ratio of exchange (or “ price’ ratio) of Y in terms of X. 
For some ratios #, the individual will choose to exchange in one 
direction or the other, i.e. he will buy or sell at the “ price.” 
There will be, however, a small range of values of #, at which 
the individual will not make an exchange, the movements being 
indifferent to him. This range of values can be determined, at 
least theoretically, from actual observed phenomena relating to 
the individual consumer. As the amounts exchanged, 4x and Ay 
decrease in size, the small range of “ indifferent ” values of p, will 


tend in general to a unique limiting value, w=—%, which 
Ad 


depends only on (x, y, z, ) the initial combination. Hence 
for infinitesimal movement directions about which the individual 
is indifferent, dx+qydy=O. Further, the expression dx-+-qydy 
is greater than zero for movement directions which the indi- 
vidual prefers,1® and less than zero for movement directions 
which are opposed to his preferences: The limiting process 
requires, of course, the assumption of continuity. In the same 
way, X can be related to each of the other goods and, combining 
the results, it is found that the individual shows a preference, a 
non-preference or is indifferent to the movement direction with 
components dx, dy, dz, , according as 


dx +qydy +q2dz + 
is greater than, less than or equal to zero. In this expression, 
Qs 9s; depend on the initial combination (x, y, z, ——), and 


are the limiting values of small ranges of “‘ indifferent prices,” 
py, ps, , obtained from actual observed phenomena. 

Taking this interpretation of the actual economic action of the 
individual consumer as a guide, the necessary assumptions and 


15 Cf. Pareto, op. cit., pp. 542-3, and ‘‘ Economie mathématique”’ in Encyclopédie 
des sciences mathématiques, pp. 596-7. The treatment given here is an extension 
of that suggested in the second reference. 

16 For, if the individual is selling X, the inequality means that he receives, in 
exchange for a given amount of X, an amount of Y which is Jargey than the 
indifferent amounts, i.e. he sells X at a price greater than the indifferent price. 
If the individual is selling Y, the argument is similar. 
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definitions can be expressed as follows: At any point Pig ye, 
) an individual, acting as a free consumer, can make infinitesi- 
mal movements in an infinite number of directions, and these 
directions can be divided into three classes, the first consisting of 
preferable, the second of non-preferable, and the third of indifferent 
movement directions. In general, at what can be called a “ non- 
singular ”’ point, the components, dx, dy, dz, , of movement 
directions at P about which the individual is indifferent, satisfy 
a linear differential equation of the form 

Oxdx+Qydy+0,dz+ eh) 
where Ox, Dy, O:z, , are some functions of x, ¥, z, whose 
vatios can be obtained (at least theoretically) from actual observed 
phenomena.?” Further, if Mr is taken as positive, the components 
of preferable and non-preferable movement directions are such 
that the expression 
is positive and negative respectively. Geometrically, this means 
that indifferent movement directions at P lie in an m-1 dimensional 
“flat? in space of m dimensions,!® and, further, that the flat 
divides the whole of space into two regions such that a movement 
at P, whose direction lies in one region, is preferable and a move- 
ment, whose direction lies in the other region, is non-preferable. 
The criterion of individual economic action is: 

An infinitesimal movement direction, dx: dy:dz: eS 
preferable, non-preferable.or indifferent to the individual according as 

9.dx+Oydy+0,dz+ —— ZO. 

Consider now the direction at P, which is at right angles (normal) 
to the indifference flat, Oxdx+0y,dy+@O:dz+ = ON ) Phe 
components, dx, dy, dz, , of an infinitesimal movement in the 
direction of the normal are related : 

dx dy, dz 

0. * OU 
The normal direction can be considered in two senses: in the 
positive sense it is directed from the non-preference region of 
space through the point P into the preference region, and in the 
negative sense it is reversed. For a movement at P in the positive 
normal direction, the components, dx, dy, dz, , have the same 
signs as Ox, Dy, Oz, 19; for a movement in the negative 


" gy, Oz, 
roe are, in fact, the functions qy, gz, 


obtained above. 


BS AR tat ”’ is the m dimensional equivalent of a straight line in two dimensions, 
and a plane in three dimensions. 


19 This makes Oxdx%-+ Oydy+ Odz+ 


>O, as required. 
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normal direction they have opposite signs. The positive direction 
of the normal at any point can be called the preference direction of 
the individual at the point. It is an index of the individual’s 
preferences, and the criterion of individual economic action is 
now : 
An infinitesimal movement direction is preferable, non-preferable 
or indifferent to the individual according as it makes an angle 
with the preference direction which is less than, greater than or 
equal to a right angle. 


or, according as it has a positive, negative or zero component 
along the preference direction. 

The discussion of the economic action of the individual con- 
sumer is, therefore, based on two connected differential equations : 


ll dx dy dz _ 
' Ox Dy Oz 


The first is the equation of a flat in m dimensional space, and 
expresses the relation between the components of indifferent 
movement directions. The second represents the preference 
direction, which serves as an index of the individual’s preferences, 
and this direction is at right angles to the indifference flat. 
O:, Oy, Oz, ——., are functions of x, y, z, , the combination 
possessed by the individual, and the ratios of these functions can 
be determined from observed phenomena. Being differential 
equations, they refer to infinitesimal movement directions at some 
point (%, y, 2, ). In order to pass from this to movements 
“in bulk,’’ the equations must be subjected to the process of 
“integration,” in the mathematical sense of summation, and in 
this respect the equations II are more easily dealt with than the 
equation I. Subject to continuity of Gz, Dy, D:, , the 
equations II can be “ integrated’’ always, giving a system of 
curves, or “ lines,” in m dimensional space, which can be called 
lines of preference. One curve of the system passes through any 
point in space, and the tangent to the curve indicates the indi- 
vidual’s preference direction at the point. On the other hand, the 
differential equation I need not be “ integrable,” but, if it is, a 
system of hyper-surfaces in*! m dimensional space is obtained. The 
hyper-surfaces are the indifference loci, containing all the points 


20 Irving Fisher, op. cit., pp. 74-5, uses the term ‘‘ maximum direction,” indi- 
cating ‘‘ the direction of maximum increase of utility.’’ Preference directions 
are defined, here, without reference to maxima or to “ utility.” 

21 A hyper-surface corresponds, in m dimensions, to a curve in two dimensions, 
and to a surface in three dimensions. 
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corresponding to combinations which are indifferent to the 
individual. The lines of preference and the indifference loci are 
at right angles (‘‘ orthogonal ’’) at every point of cutting. It is 
not necessary, now, to assume that the differential equation I for 
the indifference loci is integrable; this assumption will be con- 
sidered later.?? 

The components, Gz, Gy, O:, , of the preference direction 
are defined as the marginal utilities (or specific utilities) of the 
goods X, Y, Z, , respectively to the individual at the point 
as 2, ) in question. From the above development it is 
clear that the marginal utility functions are rigidly defined 
entities,?* which agree with the vague idea we have of the meaning 
of marginal utilities. As defined here, the marginal utilities are 
functions of x, y, z, , but this is, in fact, a second approxima- 
tion. From the method of definition, it is seen that a first, and 
rougher, approximation could have been made by taking @x as 
a function of x only, Oy as a function of y only, and so on. Further, 
it is possible to make a third, and closer, approximation by taking 
the marginal utilities as functions, not only of the amounts of all 
the goods possessed by the individual, but of the amounts of all 
the goods possessed by all the individuals in a specified market.*4 
The marginal utility of a good X to a particular individual is 
mainly dependent on the amount of X the individual possesses, 
then on the amounts of the other goods possessed by the indi- 
vidual, and finally on the amounts of the goods possessed by other 
individuals. 

The above criteria of individual economic action involve 
assumptions which must be stated explicitly. Starting from any 
combination, the individual can vary the amounts of the m goods 
he possesses in an infinite number of directions. It is assumed that 
he is able to decide which of the directions are preferable, which 
are opposed to his preferences and which are indifferent to him. 
This assumption ensures that the divisiorf of movement directions 
into three classes, described above, is possible. In addition, it 
is assumed that the individual will tend to move only in those 
directions which are preferable to him.® Practically, this assump- 


22 See Section IV below. 

3 Actually only the ratios of the marginal utilities are defined, but this is all 
that is required for the problem of'static exchange equilibrium considered here. 

*4 Cf. Irving Fisher, of. cit., p. 102: This provides an example of the method of 
successive approximations, a method used in all mathematical sciences. 

*® This is the fundamental principle or postulate assumed by Edgeworth 
(Mathematical Psychics, p. 16), who expresses it: ‘‘ every agent is actuated only 


by self-interest,’ and by Irving Fisher (of. cit., p. 11): “ each individual acts as 
he desires.” 
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tion of “ preferential discrimination ’’ means that the individual 
can make a choice between very small changes (in the limit, 
infinitesimal changes) from any particular combination: it does 
not mean that he can judge his relative preferences for widely 
separated combinations.** It is not necessary to make any 
assumption about the existence of “ total utility” or about the 
measurability of “ utility’ ; the hedonistic hypothesis has been 
rendered superfluous. Subjective and psychological concepts 
have been discarded from pure economic theory, which is con- 
cerned with objective facts and not with subjective sensations. 
In the words of Irving Fisher, “‘ we seek only the causation of the 
objective facts of prices and commodity distribution,” and for this 
purpose there is no need to assume that a combination has a 
definite total utility for an individual, or to compare one indi- 
vidual’s utility with another’s. The process of discarding sub- 
jective concepts of utility from economic theory has been a 
gradual one. This is clearly shown by the development of Pareto’s 
equilibrium theory from the Cours d’économie politique of 1896 to 
the article on ‘“‘ Economie mathématique” in the Encyclopédie des 
sciences mathématiques of 1911.** If it is assumed that the differen- 
tial equation of the indifference Joc: is integrable, indifference 
hyper-surfaces exist, and it will be shown later that it is then 
possible to find a function (called the function index of utility) 
which corresponds to, and provides a measure of, total utility. 
The assumption of integrability is, however, a secondary one, and 
it is not essential to the theory of exchange equilibrium. 


3. It is instructive to compare economics with mechanics and 
other mathematical sciences. The gradual evolution of an 
advanced mathematical science can be a helpful guide in the 
development of a less advanced mathematical science, such as 
pure economic theory. Professor Moore notes that ‘‘ reasoning by 
analogy has been the surest and most fecund method of discovery 
in physical science,”’** and this is equally true of economic science. 
Several writers have been influenced by the resemblance between 
the mathematical development of mechanics and that of pure 
economic theory, notably Edgeworth, Irving Fisher, Rueff and 


26 In other words, the differential equation of the indifference /oci is needed, 
but not the indifference Joci ‘‘in bulk” (cf. Evans, Mathematical Introduction to 
Economics, pp. 120-1). ; 

2? Irving Fisher, of. cit., p. 89. (The italics are Fisher’s.) 

28 Cf. Pareto, ‘‘Economie mathématique,” p. 596.! 

29 Synthetic Economics, p. 185. For a discussion of the use of analogies between 
different sciences, see Kaufmann, op. cit., pp. 755-6. 
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Amoroso.* In mechanics, observed phenomena consist of move- 
ments of particles and bodies, and the object of the mathematical 
theory is to explain these movements by the invention of hypo- 
thetical causes and causal relations. Starting from the vague idea 
of “ effort ’’ as the cause of mechanical movements, we are led to 
a mathematical definition of “‘ force.’’*! Force, as defined, is a 
vector with components, direction and magnitude. By integration, 
in the case of a “‘ conservative ’’ field of force, a scalar quantity, 
potential or potential energy, is derived. Mechanical equilibrium 
is attained by the balancing of the force vectors, and finally, if the 
potential exists, the problem of equilibrium can be considered as a 
maximum or minimum problem by means of the theorems of 
Bertrand-Thompson. In hydro-mechanics, in electro-mechanics, 
and to a less degree in thermo-mechanics a similar development 
is found. Observed phenomena consist, again, of certain move- 
ments (of liquids, of electricity or of heat) which are to be explained 
and co-ordinated by the mathematical theories. A force or 
velocity vector is defined, and a scalar potential derived, so that, 
in particular, an electric field can be regarded as a system of lines 
of force and an orthogonal system of equi-potential surfaces. The 
problem of equilibrium is then reducible, under certain conditions, 
to a problem of maximum or minimum. 

In economics, observed phenomena consist of economic move- 
ments or exchanges, and pure economic theory must explain these 
movements by inventing hypothetical causes. Starting from a 
vague idea of individual wants and desires as the cause of economic 
movements, we are led to the mathematical definition of the 
individual’s preference direction*? outlined above. By integration, 
when this process is possible, individual total utility is derived as 
the “ potential ’’ of economic theory. In this case, the “‘ economic 
field”’ of the individual can be regarded as a system of lines of 
preference and an orthogonal system of indifference hyper- 
surfaces. Further, under these conditions, it will be found that 
the equilibrium problem is solved by the determination of maxi- 
mum positions, i.e. positions of maximum total utility relative to 
the liaisons imposed by the market. 

There is, therefore, a definite resemblance between pure econo- 
mic theory and certain mathematical natural sciences. This does 
not mean, however, that the resemblance is perfect. All mathe- 
matical sciences differ one from the other, and the differences 


30 Cf. Lezioni di economia mathematica. 

5! Force, as the ‘‘ created cause ”’ of movement, “‘ is defined only by knowledge 
of the movement whose appearances we seek to re-discover,’’ Rueff, op. cit., p. 44. 

32 Or rather, a preference vector, the direction of which is alone needed. 
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between economics and mechanics, for example, are only too 
evident.**? Economic equilibrium is much more complex in 
structure than mechanical equilibrium; the elements of the 
economic system are inter-related to a much greater extent than 
those of the mechanical system; the possibility of verifying 
theoretical results by recourse to observation or experiment* is 
much more remote in economics than in mechanics. When 
reasoning by analogy, it is important to bear in mind these, and 
many other, differences, both of general nature and of technical 
detail. 


III 
MUTUAL RELATIONSHIP OF INDIVIDUALS ON A MARKET 


1. The assumptions and definitions, specified in the above 
discussion of the economic action of the individual as a free 
consumer, apply to all the various problems of man’s economic 
activities on a market. The problems only differ as to the restric- 
tions imposed upon individual action by market conditions. These 
restrictions, and the assumptions and definitions relating to them, 
must be considered now. The discussion is limited to the case of 
a pure exchange market,®* i.e. a market on which given stocks or 
flows of goods are exchanged without reference to the ways in 
which the goods are produced. An exchange market consists of a 
number of individuals negotiating with each other for the exchange 
of a number of economic goods. The question of the extent or 
boundary of the market does not arise here.?* The mathematical 
treatment of market conditions requires an ideal market, the 
perfect exchange market, which is defined by the conditions : 

(a) The market is isolated and consists of two or more 
individuals exchanging two or more goods. 

(0) Each individual acts in his own interests, rationally, 
knowing his own preferences. 

(c) Throughout the market, knowledge, as to conditions and 
communications, is perfect; all exchanges and inter- 
communications are instantaneous and free of cost. 


33 Cf. Zawadski, Les mathématiques appliquées a l'économie politique, pp. 23-4. 

34 Economics is almost entirely an ‘‘ observational ’’ science, whereas mechanics 
and most other natural sciences are ‘‘ experimental.”’ 

35 This corresponds to the consumption goods market of Knight, op. cit., p. 57, 
pp. 141 et seqg.: The theory of price on a consumption goods market is the first 
main division of economic science, the study of the first stage of economic 
organisation. ‘pee 

36 Cf. Marshall, Principles, pp. 325-30; Cournot, Recherches sur les principes 
mathématiques de la théorie des richesses, p. 55 n.; Jevons, Theory of Political 
Economy, pp. 84-5; Edgeworth, of. cit., p. 17, etc. 


210 ECONOMICA [ MAY 


In addition, all goods must be infinitely divisible, a condition 
already included under the assumption of continuity. These con- 
ditions for the perfect exchange market must not be confused 
with the conditions for competition as opposed to monopoly ; they 
do not define a perfect competitive market. The distinction be- 
tween competition and monopoly relates to price control. The 
mathematical theory of exchange on a perfect market includes 
both the problem of pure competition and the problems of pure 
monopoly in various forms. The perfect exchange market does 
not exclude combinations and associations of buyers or sellers, 
nor the case in which the whole stock of a particular good is held 
by one individual. 


2. The restrictions, or liaisons,*” of a perfect exchange market 
can be divided into two groups.** The first group of liaisons refer 
to the total quantities of the various goods exchanged, and are 
readily specified. The second group refer to “ prices,’ and to the 
individual’s ‘‘ budget balance’; the expression of these liaisons 
is not as obvious as in the case of those of the first group. 

The first group of liaisons express the fact that, at every stage 
of the exchange process, the total quantity of each good on the 
market remains the same. The distribution of each good amongst 
the various individuals on the market varies from stage to stage, 
but the total amount must remain constant. In symbols, if the 
amount of the good X possessed by the individuals, 1, 2, 3, )0%; 
(taking ” to be the number of individuals on the market) are : 


X10, X90, X39, —— Xnq at the beginning of the exchange ; 
Renter os , in at any stage of the exchange ; 


then the liaison for this good can be expressed : 


nN Nn nN 
DX = Dite 0 aeOlk ny (Xr-Xr 0) =f): 
7>=1 7=I1 V1 


Similar liaisons hold for each of the other m-1 goods, Y, Z, 

The second group of liaisons express the ‘“‘ budget balance ’”’ of 
each individual. At every stage of the exchange process, each 
individual must preserve some kind of balance between the 
amounts of the goods he receives and the amounts of the goods he 


37The term “‘ liaison” is due to Pareto, ‘‘ Economie mathématique,”’ p. 599. 
In his earlier works, Pareto uses the term ‘‘ obstacle.’ 

38 Cf. Pareto’s two types of liaisons, op. cit., pp. 600 et seq., which cut across the 
grouping adopted here. Pareto’s development of the “‘ obstacles ”’ in the Manuel 


differs from the development of the market liaisons given here to a much 
extent than does his later work. Gh proater, 


“oe 


ae aoe a ee 
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gives in exchange. These liaisons, imposed by the market condi- 
tions on the action of each individual, cannot be made precise 
until the “‘ prices ’’ of the various goods are considered. 

Prices are essentially ratios, ratios of exchange. The price 
vatio of one good Y in terms of a second good X, for one specific 
exchange, is the ratio of the amount of X to the amount of Y given 
and received in the exchange. There are, therefore, price ratios 
for every exchange, and between every possible pair of goods. 
Price ratios are, by their very nature, quantities which an ob- 
server uses directly to express actual market phenomena. For 
convenience, one definite good, such as gold, is chosen, and all 
price ratios are measured in terms of this good. The price of the 
arbitrarily chosen good is always unity, and so, in this way, a 
definite unit price is fixed. The practical difficulty lies in the 
choice of a suitable good for price measurement. This difficulty 
of fixing arbitrary units is fundamental in all scientific observa- 
tion.*® Observers always have in mind some ideal, or “ absolute,” 
unit, and no actual unit is more than a fairly good approximation 
to the ideal unit. In economics, the difficulty is particularly 
evident, and statements, such as “the value of gold has in- 
creased,” clearly indicate the confusion that exists between prices 
measured in terms of gold (in which case the price or “ value ”’ of 
gold is unity) and prices measured in terms of an unspecified ideal . 
unit.“t For theoretical purposes, a good M is chosen arbitrarily, 
and all price ratios are measured in terms of this good. M is called 
money (or numéraire), and provides a unit of price measurement. 
The money price of a good X means the price ratio of X in terms 
of M. The (money) price of M itself is, of course, always unity. 

To give money prices a mathematical expression, consider an 
individual possessing amounts %, y, 2, , » of the m goods 
X, Y, Z, ——, M. Suppose the individual makes an exchange 
with other individuals on the market, the goods involved being 
M (money) and one other good X. This exchange process, as far 
as the individual is concerned, corresponds to a movement from 
the point (x, y, z, ——,) to the point (x + Ax, y,z, —-,mw+ Ap), 
i.e. toa movement direction with components Ax, O, O, Ap. 
The variations, 4x and Ap, are of opposite sign, and represent 
the amounts of X and M involved in the exchange process. From 


; ; ; A 
the definition, the money price of X in this exchange is Ton and 


39 Cf. Jevons, op. cit., pp. 77-8, on “ value ”’ as a ratio of exchange. ae 

40 Cf. the units of length and time in mechanics. The theory of relativity 
emphasises the difficulty of proper choice of these units. 

41 On this point, see Rueff, op. cit., pp. 98-102. 
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this ratio depends on the “size” of the exchange, i.e. on the 
amounts exchanged. It is, in fact, an average price. Following the 
usual mathematical procedure and using the continuity assump- 
tion that the goods concerned are infinitely divisible, the finite 
variations Ax and Ap are replaced by mathematical differentials 
dx and du. The mathematical definition of the money price of X is: 


: A 
px =—% , which is the limiting value of the average price = 
3 


for a finite exchange, as the amounts Ax and Ap decrease in a 
certain way. Price, defined in this way, can vary continuously ; 
it is not a discontinuous average dependent on the size of the 
exchange. Mathematical prices are ideal representations of the 
actual average prices of observed market phenomena, and depend 
on the validity of the assumption of continuity. The money 
prices of the other goods, Y, Z, , are, of course, defined in the 
same way. 

The second group of liaisons, which relate to prices and to the 
individual’s budget balance, can now be made definite. Prices 
refer to exchanges made on the market and are, therefore, subject 
to market restrictions. The various problems of the exchange 
market, i.e. pure competition, combinations and associations of 
buyers or sellers, monopolies of various forms, differ as to the 
liaisons relating to the prices ruling on the market. The simplest 
liaison to assume is that, for each good, one uniform price rules 
throughout the market and at all stages of the exchange process. 
Under this liaison, fx, py, pz, , have constant values.42 This 
is the appropriate liaison for all problems of exchange under pure 
competition, and for many problems of monopoly and combina- 
tion. For other problems of the latter types, however, other 
liaisons can be assumed; the conditions for a perfect exchange 
market do not exclude the possibility of a non-uniform price. The 
price of any particular good may vary at different stages of the 
exchange process, or it may vary for different classes of buyers 
according to the amount bought by the individual buyer.*? The 
second group is completed by the liaison which expresses the fact 
that, at every stage of the exchange process, each individual must 
preserve a balance between the money values of the goods he 
receives and those he gives in return. The money values are 


““ This does not mean that the prices have constant values which are fixed in 
advance. The prices are constants, but the actual values of these constants are 
to be determined so that equilibrium is attained. The prices are, mathematically 
speaking, constant ‘‘ parameters.” 

43 Cf. Pareto, ‘‘ Economie mathématique,”’ pp. 631-2. 


a 
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determined by the prices ruling on the market. In symbols, if 
the 7th individual possesses amounts 


X19, Vro, Zr9, ——, rg at the beginning of the exchange ; 
Xr, Vr, Zr, ——, pr at any stage of the exchange ; 
Tas fae ee ,n) 


Oi-the roods A,.Y, 2, ——, if respectively, 

and if px, py, pz, 3 are the constant (parametric) 
prices ruling on the market, 

then the liaisons of the second group, for the 7th individual, can 
be expressed‘ : 


px ser —trq) + Pv (yr —Vro) ++ (zr —2r9) +——+ (jer —prg) =O 


Et fe Re , 2) 


Geometrically, the equation represents a straight line in two 
dimensions (two goods, X and MM), a plane in three dimensions 
(three goods, X, Y,and M), or a flat in m dimensions in the general 
case of m goods. All the exchanges of the 7th individual allowed 
by the second group of liaisons must conform to this flat. 


3. The distinction between competition and monopoly turns on 
the question of price control. If, on a perfect exchange market, no 
individual exercises any direct price control, then there is perfect 
competition on the market. Each individual is guided solely by 
his preferences, as far as the market liaisons permit, and he 
accepts the prices ruling on the market without attempting to 
modify them in any direct way. On the other hand, the various 
forms of perfect monopoly or combination occur when a deliberate 
attempt is made to control the price of one or more goods, by one 
or more individuals acting singly or in combination. In these 
cases, the action of a monopolist with regard to a monopolised 
good is not guided by his preferences alone, and some new assump- 
tion relating to his action is required. For example, it can be 
assumed that a single monopolist acts in such a way that he 
obtains the maximum net money receipts from the goods he 
monopolises. Further, in the case of monopoly or combination, 
the liaison of uniform price, adopted above, may be replaced, if 


44 Notice that, if ¥, y, 2, represent the amounts purchased by any individual 
of the goods X, Y, Z, , and if wis the total amount of money expended on them, 
the expression of the liaisons becomes : 

#px-ypy +2pst+—— =P 
This is the form used by Johnson, “ Pure Theory of Utility Curves” (Economic 
Journal, December 1913, p. 488) for two goods. yin ‘. 

45 Actually, the equation represents a family of flats with “ parameters 
px, by, Pas . The particular flat of the family, which restricts exchanges made 
in equilibrium, has parameters given by the equilibrium system of equations. 
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necessary, by a different liaison. As a result of his price control, 
a monopolist may impose a non-uniform price, i.e. he may 
differentiate prices in various ways. 

The mathematical theory of exchange equilibrium requires a 
perfect exchange market, but it can treat problems both of perfect 
competition and of perfect monopoly or combination. The treat- 
ment of the latter merely requires some new assumption relating 
to monopolistic action on the market, and (if necessary) a different 
market price liaison. It is, therefore, essential to separate the 
conditions necessary for a perfect exchange market from those 
necessary for perfect competition or perfect monopoly. The 
mathematical theory may imperfectly represent any actual 
problem in two ways. In the first place, the conditions for a 
perfect market may not apply to the actual market considered, 
and the conclusions of the mathematical theory, therefore, must 
be modified because of this imperfection of the market. In the 
second place, the actual market conditions may not be perfectly 
competitive, nor perfectly monopolistic. Here, it is necessary, 
first, to decide upon the ideal competitive or monopolistic system, 
the conditions for which most nearly approximate to the actual 
problem, and then to obtain an estimate of the divergence, so that 
the mathematical results may be suitably modified. 


4. The ground has now been prepared for a consideration of the 
problem of equilibrium on an exchange market. The problem is 
a static one,‘*® and can be defined as follows: 


Given; (a) The number of goods and the number of individuals 
(the “‘ population ’’) concerned with the exchange on 
the market. 

(6) The tastes of each individual, ie. the form of the 
functions 9:, 0}, O:, , for each individual. 

(c) The initial distribution, ie. the amount of each good 
possessed by each individual at the beginning of the 
exchange. 

(@) The liaisons of the market, i.e. the restrictions 
imposed by the market on prices and on individual 
action. 


Problem: Will the exchange process tend to a definite equilibrium 
distribution? If so, what is the equilibrium 
distribution ? 


“8 Cf. Knight, op. cit., pp. 142 et seq. 
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The idea of ‘“‘ tendency” to a position of “ equilibrium ”’ is 
essential to the problem. The equilibrium distribution is that 
distribution which, if it is once attained, will be maintained 
indefinitely under the given conditions. The problem is not con- 
cerned with the actual path the exchange process takes from the 
initial to the equilibrium distributions’; all that matters is to 
determine whether a tendency towards some definite equilibrium 
distribution is shown by the exchange process. 

The characteristic of the static problem is that the time element 
is completely abstracted. All the quantities of the goods con- 
cerned refer to a certain unit period, and once equilibrium has been 
attained the same exchanges are made in each such period. This 
abstraction of the time element, or division of the subject into a 
static part and a dynamic part, is a first essential step in the 
development of all sciences. Having solved the static problem, 
more general problems can be considered. First, by varying the 
initial conditions discontinuously in time, a series of static 
equilibrium positions is obtained. Then the general dynamic 
problems of oscillation about, or movement towards, one given 
static equilibrium position, or a series of such positions, can be 
considered. In these problems, the essential factor is the time 
element. In mechanics, the direction of a force vector (e.g. 
gravity) is determined without reference to time, and this is 
sufficient for the resolution of the static problem of equilibrium. 
The magnitude of the force vector, on the other hand, is essentially 
dependent on time, and is required in any consideration of the 
dynamic problems of movement or oscillation. So, in pure 
economic theory, the static problem of exchange equilibrium 
requires only the preference direction, while the dynamic problems 
involve the time element and, therefore, the intensity, as well as 
the direction, of the individual’s preference. The ratios of the 
marginal utility functions, Ox, Oy, O:, , determine the pre- 
ference direction, and are, therefore, sufficient for the static 
problem ; the actual magnitudes of the marginal utilities, which 
can be specified only with reference to time, are required for the 
dynamic problems. The static problem of exchange equilibrium 
is alone considered here,‘** and, therefore, it is assumed that only 


47 The equilibrium system of equations can, however, serve as a basis for the 
discussion of the way in which the exchange process works itself out. For example, 
Walras, Eléments d'économie politique pure, pp. 147-8, gives a simple description 
of the working out of the exchange process, starting from a system of uniform 


market prices fixed at random. 
48 This is not a serious restriction. The time element and the dynamic problems 


are much less important in a purely exchange system than they are in a system 
which includes the production of goods. 
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the ratios (and not the magnitudes) of Ox, Oy, Dz, , are known. 
This agrees with the method of deriving the differential equations 
of the indifference loci and the preference direction described 
above. 

The (static) problem of equilibrium on a perfect exchange 
market is solved by considering the interaction of (a) the prefer- 
ences of each individual, and (0) the liaisons or restrictions imposed 
by market conditions. In the case of perfect competition and in 
certain cases of monopoly, it is easily shown that this conflict of 
individual wants and the limited means of satisfying them leads 
to a definite position of equilibrium, and, as in the case of 
mechanics, the solution is expressed by a system of equations.*® 
The system is sufficient to determine all the variables of the 
problem, i.e. the amounts of each good possessed by each indi- 
vidual in the equilibrium position, and the values of the constant 
prices, px, py, ps, ——, necessary for equilibrium. In the notation 
adopted here, the equilibrium system of equations, in the case of 
perfect competition, is®: 

Dy x se Dry Drs Dry 
ERE Ema ee: 
IL. px (xe —44 9) by (yr Yr «) +B + (@r —2r «) +——+ (ur —r g) =O 


(vy =I, 2, 3, ——, ”). 


ie 


(y =I, 2, 3, ——,%). 


a 
Ill. 2 (x,—xr9)=O, and similar equations for each of the m 
y=1 
goods, X. Y. Z. ——. 


The equations II and III represent the two groups of market 
liaisons. The equations I are obtained from the criterion of indi- 
vidual preference as follows: The liaison, expressing the budget 
balance (with constant prices) of the vth individual, is 

px (%1 —Xr 9) Py (Yr —¥r 0) FP (Zr —2r 9) -+-——+ (ur — pr 0) =O, 
and, for given values of the parameters, px, fy, :, ——, all the 
exchange movements of the individual must lie on the flat with 
this equation. The criterion of the 7th individual’s preference is 
that he will continue to exchange as long as there is a direction of 
movement with a component along his preference direction® : 


“® Either vector equations (cf. Irving Fisher, op. cit., p. 81) or ordinary scalar 
equations (cf. Pareto, Manuel, pp. 591-9, and ‘“‘Economie mathématique,”’ pp. 
626-33 ; Walras, op. cit., pp. 142-7; Bowley, The Mathematical Groundwork of 
Economics, pp. 20-2, etc.). 

5° One of the equations is dependent on the others, and must be omitted when 
comparing their number with the number of unknowns (cf. Pareto, Manuel, p. 592). 


51 The introduction of the suffix y indicates that this is the preference direction 
of the rth individual. 
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ax _ ays ; dzr dpr 


Or: — Dry Ors Or 
The individual will, therefore, cease to exchange when this 
preference direction is at right angles (normal) to the liaison flat, 
i.e. when the preference direction is given by pz : py : pz: ig Bo 


Hence equilibrium, as far as the rth individual is concerned, is 
attained when 


Drx _ Dry Gr: a Orp 


px by p: I 


This is true for any set of values of the parameters, px, py, pz, 
and for each of the » individuals. 


. 


IV 


FURTHER ASSUMPTIONS NECESSARY FOR THE DISCUSSION OF THE 
EQUILIBRIUM POSITION 


I. For any given set of values of pz, py, pz, , an individual 
is in equilibrium at the point where his line of preference, or 
preference direction, is at right angles to the (given) liaison flat. 
This equilibrium position of the individual (suppressing the suffix 7 
for convenience) is given by : 

O. Dy O; Du 
4 


pecs Pave ps 
together with the budget balance liaison equation : 
fe (xr —X7 6) EP (yr —Yr 0) —Ps (zr —2r g) -+——(ur —pr g) =O. 

In order to develop and discuss the equilibrium position, further 
assumptions must be added to those already made. These 
assumptions refer to the lines of preference of the individual and 
to his marginal utility functions, Ox, Oy, Gz, , but they are 
still independent of the integrability of the indifference loci 
equation. The assumptions are two in number. The first ensures 
that a real equilibrium position exists for each individual, and for 
all possible sets of values of px, py, pz, , and the second 
ensures that the individual equilibrium position is a genuine 
position of preference, so that the individual, having once reached 
the position, will not prefer to move away from it.** 


52 The normal to the flat : 
Du (41 —%10) + Py (Yr —Vr0) + Pz (er —2r0) + + (ur—pro) =O 
has direction given by the ratios, px : py : pz: 71. fs 
53 It will be possible later to interpret, under certain conditions, the problem of 
equilibrium as a maximum problem. The second assumption, then, ensures that 
equilibrium takes place at a maximum, and not at a minimum, position. 


F 
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The direction at right angles to the liaison flat is given by the 
ratios of the prices, px: py : pz: :1. The prices can take 
various values, and for each set of values the individual finds an 
equilibrium position. The prices are, however, essentially positive. 
Hence for all possible liaison flats the perpendicular is in a positive 
direction, i.e. in the direction of x, y, z, , increasing. At the 
individual’s equilibrium position, the line of preference is at right 
angles to the liaison flat. Hence, if equilibrium positions are to 
exist for various liaison flats (i.e. for various sets of values of 
bz, by, ps, ——), the lines of preference must be in a positive 
direction everywhere.*4 This is the first assumption. . 

If the equilibrium position is to be a genuine position of pre- 
ference for the individual, then every possible movement away 
from the position must be opposed to, and not in agreement with, 
the individual’s preference. At the equilibrium position, the 
possible movements, which all lie in the liaison flat, are in direc- 
tions at right angles to the line of preference through the position. 
Hence, as the individual moves in the liaison flat away from the 
equilibrium position, the direction of movement must tend to 
become opposed to his preference, i.e. must tend to cut the 
neighbouring lines of preference at angles greater than a right 
angle, in which case the direction of movement has a negative 
component along the preference direction. At the equilibrium 
position, therefore, the line of preference is at right angles to the 
liaison flat, but the neighbouring lines of preference, or preference 
directions, are inclined inwards, i.e. are converging (in the positive 
direction) to the line at the equilibrium position. This must be 
true at all positions in order to ensure that it holds at all the 
equilibrium positions corresponding to the various liaison flats. 
This is the second assumption. 

The two assumptions relating to the lines of preference can be 
summed up as follows: For each individual— 


e 


I—the lines of preference are in a positive direction, i.e. in the 
direction of x, y, z, increasing, everywhere ; 
II1—the lines of preference in the neighbourhood of any point 
are tending to converge in the positive direction, so that, 
proceeding along the positive direction of a line of pre- 


54 This is not strictly accurate. It is necessary, in fact, to consider the possibility 
of satiation in some or all of the goods concerned. If ¥, ¥, Z —— are the satiation 
values of #,y, 2, for the individual, the discussion is restricted to the 

effective region,” Ox#<%; Oxy=<jV: Oxz=<f, etc., and “everywhere’’ must 
be interpreted, here and in the following, as “ everywhere within the effective 
region.” In general, the satiation values, #%, ine, , are large and, to a first 
approximation, the effective region can be taken as the whole of space. 


oS a ee 
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ference, the neighbouring lines are getting closer and closer 
to: it. 


In the case of two goods, X and Y only, the assumptions can be 
illustrated by the appended figure, which shows the form of the 
two-dimensional lines of preference. 

The assumptions can be expressed analytically in terms of the 
marginal utility functions of the individual. The preference direc- 
tion, which is the tangent to the line of preference at any point, is 
given by the ratios 9:: Dy: @:: The first assumption, 
therefore, is that these ratios are all positive, so that O:, Oy, G:, 
, have the same sign everywhere. This sign must be taken as 
positive.** The second assumption is more difficult to translate. 
At a particular point (x, y, z, ), an infinitesimal movement, 
with components dx, dy, dz, , at right angles to the line of 
preference through the point, must cut the neighbouring lines of 
preference at angles greater than a right angle. Now the cosine of 
the angle between the direction of movement and the preference 
direction (or the component of the movement along the preference 
direction) is proportional to 

9.dx+Dydy+OG.dz+ » 
Hence, at the point (x, y, z, ), this expression is zero, but when 
Ox, Dy, Oz, take neighbouring values, it tends to become 
negative.” This can be expressed : 


d(Oxdx+Oydy+G:dz -+——) 4), 


subject to 


9,dx+Dydy+G:,dz+—_=0. 


55 From the point of view of the effective region, the lines of preference converge 
to the saturation point (%, ¥, 2, ), which is the corner of the effective region 
opposite to the origin. Outside the region, the assumptions do not apply. (The 
figure illustrates the case of two goods X and Y.) If #,Y, %, , are large, the 
lines of preference can be considered, to a first approximation, as converging to 
a point at infinity. 

56 For, Oz has been taken positive already (see above, p. 204). 

5? The cosine is zero for a right angle, and negative for angles greater than a 


right angle. 
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Since only the ratios Ox : Oy: O: : are given, let 


Oy O; 
Vy==; % = 


Ox’ Fig Pe 


Then the assumption can be expressed : 


d(dx +rydy +12dz +——_) <O 


2 Ory Ory Ory 7 
Re ales a 2 5 d eas 
Ie. = dxdy + By ly? + a ydz+ 
Or: Ors Or: 
oe dyd dz® +—— 
in eee aes Lol Rg tne Shs 
=), 
subject to 
dx +rydy +r:dz+ =O) 


[ MAY 


From the theory of quadratic forms, this can be shown to be 
equivalent to the statement that the successive principal minors 


of the determinant'®® : 


Ox Ov oz 
| Ors Ors Ors 
" “Ox Oy Oz 


that is, of the determinant : 


I. ¥y. 67% 

Ory Ory Ors 

a Oy Oz 
Or: Of: OF: 

ox Oy Oz « 


are alternately positive and negative ; i.e. 


Lexy 0 eee ess Se eke 
Ory Ory Ory Ory Ory 
re iy kane 

Or: Or: O”z 

“Ox Oy Oz 


_ 8i.e, the minors obtained from the (m-+1)th order determinant by omittin 
in succession, the last m rows and columns, the last (m—1) rows and columns, etc. 


g, 
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The first of these inequalities relates to the ratio of the marginal 


utilities of two goods, X and Y only, and can be written (ry ees, : 
Ox 
é Oy Oy 0 Oy 
ay =) G: % ( a) <0: 
or, since a(¢)--(# ) (ees 
Ox Ox 0. Ox 0, p 


é Dy Oy . 0 0. 
ay ( 0: )+( 0: ) 2a ( 7) ae 


A similar relation holds, of course, for any pair of goods; X and 
Y have been chosen for convenience only. The other inequalities 
above relate to the ratios of the marginal utilities of three goods, 
X, Y and Z; of four goods, etc., and they are more complicated. 


Dy . ist 
Since ae is necessarily positive (by the first assumption), the 
ve 
Dx 
both positive, and there are, therefore, only two possibilities® : 
A. ss (+ Jana 7 & ) both negative; in which case 
(I) 


condition (1) shows that = ( te ) and i ( ) cannot be 
ox \ Dy oy 


y 


the condition is automatically satisfied. In this case, = 
tf 


decreases as x increases and By decreases as y increases, so that, 
considering the relation between two goods, an increase in the 
amount possessed of one good decreases the marginal utility of 
this good relative to that of the other. This is the standard case. 


B; “a( Ds ) and al = ) have opposite signs, subject to 
Ox Dy oy 


Dx 


Of G&G 0 D, 
ieee ban () aa — ) <O, or vice 
=f Oy ) oy \ Ox 

versa. In other words, the relation between two goods is such that 
an increase in the amount possessed of one good increases the 
marginal utility of this good relative to that of the other, while an 


59 In this connection reference should be made to the important paper by 
Johnson already cited. Johnson calls the two possibilities: A, the Standard 
Case, and B, the X (or Y) Urgent Case. Cf. also Pareto, Manuel, p. 573; Edge- 
worth, Collected Papers, Vol. Il, pp. 459 e seq. ; and Zawadski, op. cit., p. 170. 
Johnson, however, considers the case of two goods only. Here, the general case of 
m goods is considered, and the relations above refer to the ratio of the marginal 


utilities of any two out of the m goods. 


the condition (I), ie. 


222 ECONOMICA [MAY 


increase in the amount possessed of the second good decreases its 
marginal utility relative to that of the first good. This is the case 
when two goods satisfy the same want, but one is a superior and 
the other an inferior good. 

Summing up: the two assumptions, expressed analytically in 
terms of the marginal utility functions, are: 


I. Oz, Dy, Dz, , are positive everywhere. 
II. For any pair of goods, X and Y, 


a(n) ea 
-(% Ga aa G = 


so that se ( 5 ) and = ( ) cannot be both posi- 


tive; together with further inequalities relating the 
marginal utilities of any three goods, of any four goods, etc. 


2. The discussion of exchange equilibrium has been based on 
two connected differential equations which are the criteria of 
individual economic action. The equations are: 


I. Oxdx+Oydy+9:dz+——=0. 
AEMEREVE Cae ae 
ie ole. Up ek a 


The equations II represent the preference direction of the indi- 
vidual at any point, and they are always integrable (subject to 
continuity), giving a system of lines of preference. The equation 
I expresses the relation between the components of an infinitesimal 
movement, dx, dy, dz, , about which the individual is in- 
different. The equation need not be integrable, so that it is im- 
possible, in general, to pass from infinitesimal “‘ indifferent ”’ 
movements at a particular point to the indifference Joci in bulk. 
The indifference Joc: can only’be given, in general, in infinitesimal 
portions by means of the differential equation I. If the differential 
equation is to be integrable, it is necessary to make an additional 
assumption to this effect. This assumption, and its consequences, 
will be considered now. 

The assumption of integrability enables indifference loci to be 
constructed in bulk from the infinitesimal portions given by the 
differential equation I. The assumption can be expressed analy- 
tically in terms of the marginal utility functions, Ox, Oy, O:, 


69 Tn the simple case of two goods, X and Y, only, the differential equation I is: 
9,dx-+Oydy=O ; and this can be integrated in every case. In the case of three 
goods, X, Y and Z, the differential equation is: Oxdx+Oydy+0zdz=O, which 
is integrable if, and only if, 


_. 60 


SS ee 


=e 
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It can also be given a non-mathematical interpretation. It means, 
in fact, that the individual can judge his relative preferences for 
widely separated combinations of goods, and this, in turn, means 
that the order in which the individual acquires the goods con- 
cerned is immaterial to him. 

Suppose now that the integrability assumption has been made. 
Only the ratios Oz: : Oy: O: : are known, so that, in fact, the 
differential equation I is given as 


Oy 0; 

a% -- 0. dy + 7D. dz+ 
or in a similar form. The equation is integrable and can, 
therefore, be multiplied through by an “integrating” factor 
(which can be taken as O: without loss of generality) so that 
9.dx+Oydy+QG.dz+ becomes the complete differential of 
some function Q(x, y, z, \. This function can be determined 
from the equation. On the assumption of integrability, therefore, 
49 =9.dx+Gydy+O.dz+ , and the marginal utilities are 
partial derivatives of the function 9(x, y, z, ). The function 
9 is not, however, unique. F{O(x, y, z, )+, any arbitrary 
function of J, will serve equally well, for 


dF (O) =F'(0){ O:dx+O,dy +O:dz+—\, 


which is simply the left-hand side of I multiplied through by the 
factor F’(@). Hence, a solution (or “integral’’) of the differential 
equation I is A(x, y, z, }=Constant. This solution is not 
unique, and the perfectly general solution is F{ A(x, y, z, = 
Constant, F being an arbitrary function. All the solutions, how- 
ever, represent a certain system of indifference loc’, which are 
curves in two dimensions, surfaces in three dimensions, and m-I 
dimensional hyper-surfaces in m dimensions. The various loci of 
the system are obtained by giving different values to the Constant 
in the solution. On any one indifference locus, the expression 
BLO, Y, 2, Veror Oryy s, ), has always the same 
constant value, and the constant value varies from locus to locus. 
The function F{O(x, y, 2, )\+ is called a function index of 
utility. It is an index of the individual’s preferences, and, if the 
integrability assumption is made, it can replace the preference 
ie 0Oz 00x 00x 00 
ox(e Be) +09 (Se ae +98 Ge) =? 
This condition is the analytical expression of the integrability assumption. In the 
general case of m goods, a similar but more complicated condition is obtained. 


61 Cf. Pareto, Manuel, p. 5406, and ‘‘ Economie mathématique,”’ p. 598. This is 
obviously not true in general, and illustrates the severity of the assumption of 


integrability. 


=0, 


224 ECONOMICA [ MAY 


direction in this capacity. To show this, consider any infinitesimal 
movement with components dx, dy, dz, The movement will 
be preferable, indifferent or non-preferable to the individual 
according as 


Ovdx+0,dy+O.dz+ abe 
The variation in F(@) corresponding to the movement is 
dF =F" (0)4 Oxdx-+Oydy+O:dz+ a 
The arbitrary function is restricted so that /’(@) is always 
positive. (This is not a serious limitation.) Hence the criterion 


of preferable, indifferent or non-preferable movements is df = 


In other words, F(@) increases when the individual moves in 
accordance with his preferences, decreases when he moves against 
his preferences, and remains stationary when the movements are 
indifferent to him. F(@) is, therefore, an index of the individual’s 
preferences. The function index of utility is not unique. 
OV. 2) ) is obtained, by integration, from the differential 
equation of the indifference Jocz, and then any arbitrary function 
of G, F(Q), will serve as a function index.®? It is, therefore, not 
identical with the “ utility ” of Jevons and Edgeworth, but rather 
a measurable index of an unmeasurable something called 
“utility,’’** and, as in the case of every index, there are an 
indefinite number of indices, all of which serve the purpose equally 
well. This indeterminacy of the index does not affect the problem 
of static exchange equilibrium, for all the indices increase or 
decrease together and all attain their maximum values at the 
same position. 

The problem of individual equilibrium is now a simple maximum 
problem. The individual tends to move so that the function index, 
F(Q), increases, and he will be in equilibrium when the index has 
attained a maximum value. Since individual actions are subject 
to the liaisons of the market, the maximum is a relative one, i.e. 
the individual equilibrium position is the maximum position of 
F(@) relative to the market liaisons. Expressing this relative 
maximum problem analytically, the equilibrium system of 
equations is obtained as before. 


3. The two assumptions of the first part of this section, which 
have been expressed already in terms of the lines of preference 
and of the marginal utility functions, can be expressed now in 


* Subject to F’ (Q) positive. 68 Cf. Bowley, op. cit., Introduction, pp. 1-2. 
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terms of the indifference Joc’. The first assumption is that 
Oz, Dy, Dz, , are all positive everywhere. The normal 
to the indifference locus at any point has direction given by 
Dx : Dy: Dz: , and therefore the normal must be in the 
positive direction everywhere. This ensures that a relative 
maximum or minimum of @, or of F(Q), exists for any liaison 
flat.*¢ The second assumption is that 
d(O:dx-+Oydy+0,dz+——_) =<, 
subject to 9xdx+Oydy+9,dz+ =a(?: 
This can be written, now, as d*@<0O, subject to the same condi- 
tion, which means that the indifference loci are everywhere 
convex to the origin. This ensures that O, or F(Q), attains a 
maximum, and not a minimum, at the position of equilibrium. 
The two assumptions, expressed in terms of the indifference 
loct, are therefore : 


I. The normal to the in- Y | {\\ . 
difference locus at any 
point is in the positive 
direction, i.e. in the ; 
direction of x, y, z—— a pet <a 
increasing. . = 
II. The indifference locus ee 
at any point is convex _| Sodom ment 
to the origin. 4 x 


In the case of two goods, X and Y only, the indifference Joc: are 
curves in two dimensions, and the two assumptions restrict the 
shape of the curves so that they slope downwards from left to 
right, and are convex to the origin at every point, as shown in 
the figure. 
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liaison flat must touch an indifference Jocus, O(x, y, 4, ) = Constant. 
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The Great Gain Inflation 


By L. Mises 
(Professor of Political Economy at the University of Vienna) 


ALL the misfortunes from which Europe has suffered in the 
last two decades have been the inevitable result of the applica- 
tion of the theories which have dominated the social and 
economic philosophy of the last fifty years. Our troubles are the 
upshot of much laborious thought. ‘The German inflation, 
above all, was the outcome of the monetary and banking theory 
which for many years had obsessed the men who occupied the 
chairs of economics at the Universities, the men who governed 
the financial policy of the Reich, and the editors of the most 
influential newspapers and periodicals. 

The central feature of these erroneous theories was a total 
rejection of the Quantity Theory and of all the teachings of 
the Currency School. The empirisch-realistische Volkswirt, 
who distrusted every ‘“‘ theory ’’—especially theories imported 
from abroad—was firmly convinced that both the Quantity 
Theory and the Theories of the Currency School were nothing 
but an inexplicable blunder committed by Ricardo and his 
followers. The German Kathedersozialisten did not waste 
their time on the study of English political economy. Hence 
they were unaware of the problems which were the subject of 
the long-lasting controversy between the Banking School and 
the Currency School. ‘The only source of their knowledge of 
the matter was the book published in 1862 by Adolph Wagner 
under the title Theorie der Peel’schen Bankakte. Wagner 
lacked absolutely the gift of economic ratiocination. He 
accepted without any criticism all the statements of the Banking 
School ; from his book it was utterly impossible to gather what 
objections the Currency School had had against the theories of 
the Banking School. 

The other leading authority on monetary and banking 
problems, Wilhelm Lexis, was still less endowed with the 


1 The following is a review article of Frank D. Graham : Exchange, Prices 
and Production in Hyper-Inflation: Germany 1920-23. Princeton University 
Press. Pp: 326. 
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power of economic reasoning. He, like Wagner, was entirely 
innocent of any understanding of the Ricardian theory of the 
foreign exchanges—the ‘‘ purchasing power parity ’’ theory. 
Each firmly believed that the foreign exchanges are governed 
by the Balance of Payments. 

Hence would-be economists who owed their education to the 
teachings of such men were prepared to accept without criticism ~ 
the doctrines of Knapp and Bendixen, who in the years 
immediately preceding the outbreak of the war dominated 
German monetary and banking theory. Knapp, Professor of 
Political Science at the University of Strasburg, was a 
trained statistician and had devoted much time in archives to 
the study of Prussian policy concerning the peasantry. There 
is not the slightest indication in his writings that he had 
ever glanced at Ricardo or any other of the British monetary 
economists. “The occasional allusions to Ricardo’s ideas, which 
one finds in Knapp’s writings, impute to Ricardo opinions which 
are rather the contrary of what we read in Ricardo’s books and 
pamphlets. Knapp ignored absolutely the problem of prices. 
In his view the task of monetary theory is nothing else than 
the purely formal classification of the various kinds of eurrency. 
He had not the slightest idea that government interference in 
the mechanism of price-making is subject to certain conditions 
which cannot be controlled simply by governmental decree. 

Not less fatal for the formation of German views on monetary 
theory was the influence of Bendixen, the manager of a mortgage 
corporation, who, inspired by Knapp, wrote some booklets, 
which expounded the principles of the Banking School. The 
most striking feature of Bendixen’s contribution was that, being 
unfamiliar with monetary literature, he honestly believed he 
was enunciating something entirely new! 

In passing under review the German monetary and banking 
policy from the outbreak of the war te the catastrophe of 1923, 
the most startling thing is the absolute ignorance even of the 
most elementary principles of monetary science on the part 
of literally all German statesmen, politicians, bankers, 
journalists and would-be economists. It is impossible for any 
foreigner even to realise how boundless this ignorance was. 
For this reason, in the last three years of the German inflation, 
some foreigners came to believe that the Germans ruined their 
own currency of set purpose in order to involve other countries 
in their own ruin, and to evade the payment of reparations. 
Such imputation of secret satanism to German policy does it 
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wrong. The only secret of German policy was Germany’s total 
lack of any acquaintance with economic theory. 

Thus Herr Havenstein, the governor of the Reichsbank, 
honestly believed that the continuous issue of new notes had 
nothing to do with the rise of commodity prices, wages, and 
foreign exchanges. ‘This rise he attributed to the machinations 
of speculators and profiteers and to intrigues on the part of 
external and internal foes. Such indeed was the general belief. 
Nobody durst venture to oppose it without incurring the risk 
of being denounced both as a traitor to his country and as an 
abettor of profiteering. In the eyes both of the public and 
of the rulers the only reason why monetary conditions were 
not healthy was the lamentable indulgence of the Government 
in regard to profiteering. For the restoration of sound currency 
nothing else seemed to be necessary than a powerful suppression 
of the egotistic aims of unpatriotic people. 

It would be very interesting to show that this attitude was 
the necessary sequel to the whole system of social and economic 
philosophy as taught by the school of Schmoller. According 
to the étatiste outlook of this school, power (Macht) is the 
deciding factor in social life. ‘That even the most powerful 
government is not free to do everything, that there exist certain 
unalterable conditions of human existence insusceptible to the 
influence of the most powerful intervention, are propositions 
which it never admitted. The study of economic theory, it said, 
was useless, for the various systems of theoretical economics all 
overlooked the fact that governments had the power to alter all 
conditions. It was ready to admit that the Ricardian system 
was a faithful description of the state of England at his time, 
but it denied its applicability to Germany. In the realm of 
the Electors of Brandenburg and the Kings of Prussia every- 
thing was different. It therefore replaced the study of 
economic theory by the history of Prussian administration in 
the academic curriculum. It taught that there is nothing 
important in social life but power, and its notion of power was 
very materialistic. Power in its eyes was soldiers and guns. 
It had never understood Hume’s discovery that all government 
is founded on opinion. 

But to trace this evolution would involve writing the entire 
history of the transition of the German mind from the liberal 
thought of Goethe, Schiller and Humboldt to the militarist 
ideas of Treitschke, Schmoller and Houston Stewart Chamber- 
lain. It would involve writing the history of the Prussian 
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hegemony of the nation which has been styled the nation of 
poets and thinkers, and the history of the Reich founded by 
Bismarck and lost by Wilhelm II. It is obvious that this 
would exceed the purpose of these lines. 


II 


In these circumstances it is easy to understand that the 
German books dealing with the history of the Inflation Period 
are for the greater part of little value. They are so full of 
prejudices, and are often so entirely lacking in the theoretical 
insight which must necessarily precede all historical description 
that they cannot even give an adequate picture of the great 
historical event. For this reason this work by a learned 
American is all the more welcome. In his Exchange, Prices 
and Production in Hyber-Inflation: Germany, 1920-1923, 
Professor F. D. Graham of Princetown University has taken 
great pains to provide a reliable narrative. 

In judging this valuable book we must bear in mind that all 
the experience of the German Inflation brought nothing that 
could puzzle the theoretical economist. There were many things 
which were quite inexplicable to the étatiste Volkswirt of 
the Schmoller type, nay, the whole thing was quite inexplicable 
to them, but there was nothing that had not been observed and 
satisfactorily explained by the theorist in previous inflations. 

In reading Professor Graham’s historical survey even those 
who were witnesses of the Inflation must again and again be 
amazed at the incredible incapacity evinced in regard to the 
monetary problem by all sections of the German nation. For 
the economist the most astonishing fact is the inadequacy of 
the Reichsbank’s discount policy. This is Professor Graham’s 
verdict: ‘‘ From the early days of the war till the end of 
June 1922 the Reichsbank rate remained unchanged at 5 per 
cent.; it was raised to 6 per cent. in July, to 7 per cent. in 
August, 8 per cent. in September and to per cent. in 
November 1922, to 12 per cent. in January 1923, 18 per cent. 
in April, 30 per cent. in August and go per cent. in September. 
But these increases were as nothing when measured alongside 
the progressive lightening in the burden of a loan during the 
time for which it ran. Though, after September 1923, a bank 
or private individual had to pay at the rate of 900 per cent. 
per annum for a loan from the Reichsbank, this was no deterrent 
to borrowing. It would have been profitable to pay a so-called 
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interest, in reality an insurance, charge, of thousands or even 
millions of per cents. per annum, since the money in which 
the loan would be repaid was depreciating at a speed which 
would have left even rates like these far in the rear. With 
a goo per cent. interest rate in September 1923 the Reichsbank 
was practically giving money away and the same is true of the 
lower rates in the preceding months when the course of deprecia- 
tion was not quite so headlong. The policy of the Reichsbank 
authorities in encouraging the discount of commercial bills 
that they might thus mitigate the scarcity of credit was but 
further evidence of the Alice-in-Wonderland determination of 
the directors of that institution to run ever faster in order to 
keep up with themselves. The scarcity of credit was due solely 
to currency depreciation and the cure prescribed was to increase 
the volume of means of payment! ’”? 

But one should not forget that the Reichsbank was not alone 
in this folly. The private banks, too, lent money to every 
speculator who furnished collateral security. It was very easy 
to get rich by buying shares with the money borrowed from 
the banks. In this way some acquired big fortunes in a very 
short time and painlessly. Since then all these much-admired 
and envied profiteers have lost all that they won, and in many 
cases even much more—a proof that they were not gifted with 
great business ability. Indeed, no great business ability was 
needed to outwit any one of the big German banks. ‘That their 
managers and directors were really incompetent has been proved 
by the subsequent failure of the institutions which they 
governed. 

It took years for German business men to understand 
that the Mark was no longer a suitable unit for economic calcula- 
tions. For a very long time they really believed that the 
profits, which an account of profit and loss reckoned in Marks 
showed, were genuine earnings. ‘They did not understand that 
a computation made in a more stable currency would lead to 
quite a different result. Of course the business men discovered 
this truth somewhat earlier than the general public. They then 
replaced the Markrechnung by the Goldrechnung. ‘This was 
the beginning of the end. The Mark-currency had perforce 
to break down when its unrestrainable depreciation could no 
longer be overlooked. 

As long as the inflation was working, socialist labour leaders 
and the socialists of the chair were all in its favour and taught 
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that not the increase in quantity of money but the unpatriotic 
behaviour of the profiteers was the cause of the depreciation 
of the Mark. After the inflation was over they changed their 
minds. Now they accuse the ‘‘ capitalists’? of having of set 
purpose made the inflation to enrich themselves. For the 
German public mind every misfortune is due to the machina- 
tions of the ‘‘ exploiter class.”’ 


Ill 


For the economist the German Inflation brought some interest- 
ing illustrations of his theoretical principles, but no experience 
which did not conform to them. In this instance monetary and 
economic theory had nothing new to learn. Of course, the 
German politico-economic science of the Schmoller-Knapp 
type had everything to learn from it. But in fact, with 
the exception of some of the younger men, they have declined 
to draw the conclusion. Unteachable as they are, they still 
believe in the theory which attributes changes in the value 
of a national currency to variations in the national balance of 
payments. The failure of the policy of inflation they attribute 
to lack of energy on the part of the Government and to lack of 
patriotism on the part of the people. 

Nor has the German politician learned a whit more from the 
inflation. The Government and the Reichsbank both believe 
that monetary troubles arise from an unfavourable balance of 
payments, from speculation and from unpatriotic behaviour of 
the capitalist class. They therefore attempt to fight the menace 
of depreciation of the Reichsmark by controlling dealings in 
foreign currency and by confiscating German holdings of foreign 
assets. They do not understand that the only safeguard against 
the fall of a currency’s value is a policy of rigid restriction. 
But though the Government and the professors have learned 
nothing, the people has. When the war inflation came nobody 
in Germany understood what a change in the value of the 
money unit meant. The business-man and the worker both 
believed that a rising income in Marks was a real rise of income. 
They continued to reckon in Marks without any regard to its 
falling value. The rise of commodity prices they attributed 
to the scarcity of goods due to the blockade. When the Govern- 
ment issued additional notes it could buy with these notes 
commodities and pay salaries because there was a time lag 
between this issue and the corresponding rise of prices. The 
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public was ready to accept notes and to keep them because they 
had not yet realised that they were constantly losing purchasing 
power. ‘This went on for years. But as they learned that the 
Government was determined not to stop with the further issue 
of notes and that the increase of their quantity must needs lead 
to a progressive rise of prices their conduct changed. Every- 
body became anxious not to keep the money in his pocket. The 
service which money renders consists in its being the commodity 
which is saleable at the best terms. By keeping money in his 
purse everybody is enabled to buy in the most convenient way 
any commodity he may want one day. But when money loses 
purchasing power from day to day its retention involves a loss. 
Whoever gets money, therefore, spends it immediately—even 
by buying something for which he has no present use and 
maybe even no future use. In the last days of the inflation 
the employees got their payment daily. At once they handed it 
over to their wives and these hurried to spend it as quickly as 
possible by buying at any rate something or other. Nobody 
wished to retain money, everybody dropped it like a live 
coal. When this tendency, which on the Stock Exchange was 
called Flucht in die Sachwerte—flight into investments in 
goods—became general, so that even the least business-like 
people adopted it, the end was at hand. ‘The Mark broke down. 
The Government gained no further advantage by issuing notes 
because the depreciation then outran the increase. 

A nation which has experienced inflation till its final break- 
down will not submit to a second experiment of this type until 
the memory of the previous one has faded. No German Govern- 
ment could succeed in the attempt to inflate the currency by 
issues in favour of the Treasury as long as the men and women 
are still alive who have been the witnesses and victims of the 
1923 inflation. Made overcautious by what they suffered, at 
the very outset of the inflation they would start a panic. The 
rise of prices would be out of all proportion to the increase in 
the quantity of paper money; it would anticipate the expected 
increase of notes. “The more money the Government issued, 
the less it would be able to buy. ‘The higher the salaries the 
civil servants and the soldiers drew, the less goods would they 
be able to purchase. So the Government would fail in the 
endeavour to ameliorate its financial position by issuing notes. 
From the point of view of officialdom, inflation would be 
nugatory. 

The economist might urge that this lesson could have been 
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learned at a lower cost from theory than from experience. Had the 
German people paid more attention to the teachings of economic 
theory they could have learned all these things without having to 
pay so dearly. This is a melancholy comment to have to make 
after the event. 

But in any case the monetary history of the last three 
lustrums in Germany and many other European countries proves 
that no nation can afford to treat Economic Theory with 
contempt. 


a 
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Genetic Principles in Medicine and the Social Sciences. By 
LANCELOT HocBen. Williams & Norgate. London, 1931. 
Pp, -230..-~<15s. 

The two hundred and thirty pages of Professor Hogben’s 
enterprising attempt to show how genetic principles may be 
applied to social problems are fastened between covers which the 
discerning eye recognises as an imitation of a crocodilean 
epidermis. We are not told whether this setting by Messrs. 
Williams and Norgate is purposeful ; but it certainly is apt. It 
forms a cryptographical description of the volume, for which 
the reader has a choice of interpretations. The sociologist will 
see his science being engulfed by an irreverent saurian which 
has no regard for the cloth, which has little respect for accepted 
tenets like the inheritance of acquired characters. The geneticist, 
on the other hand, will choose to believe that the somewhat scaly 
jaw of sociology is having difficulty in swallowing the conclusions 
of the experimental breeder. 

Perhaps this comment may seem to be unduly harsh. The 
efforts of asman conversant with modern biological facts and with 
statistical theory to apply rigorous analyses to sociological ques- 
tions would appear to merit only commendation, for it is a task 
as desirable to have completed satisfactorily as it is difficult of 
accomplishment. It is a thankless task, however, for the 
writer who undertakes to correlate the work in two camps is 
usually unable to resist the temptation to tell each group just 
how puerile its isolated labours have been. For this reason he 
becomes the mark of snipers from each outpost. 

In the reviewer’s eyes, such weakness on the part of Professor 
Hogben has seriously marred a book that would otherwise have 
been very effective. The author makes a bid for the support 
of students in the social sciences by being less directly critical 
of their work; but the whole tenor of the book is to the effect 
that sociologists had better be up and about a genetic analysis of 
their accumulated data, now that they are shown the way, if 
they ever expect to amount to anything. Geneticists are handled 
with less politeness and foresight. They are told that this “‘ is 
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an attempt to separate the wheat from the tares *’ ; that “‘ writers 
on human genetics have hitherto paid very little attention to the 
requirements of a rigorous treatment of genetically determined 
conditions ’’; that ‘‘ they have been content to compile the data 
derived from studies in fraternal and filial correlation or from 
family pedigrees.’? They are told further that ‘“‘ the human 
family is a unit for the transmission of a common social, and to 
a large extent a common physical, environment, as well as the 
transmission of a common germinal equipment.”’ This fact, says 
the author, does not need to be called to the attention of socio- 
logical students, though it has been almost universally over- 
looked by biological writers. 

Just what the author means by this last statement is 
problematical. If it has no esoteric connotation and is a plain 
description of his belief, it is certainly in error. One of the 
distinct contributions of genetics is that the gene, and not the 
individual or the family, is the unit of hereditary transmission. 
Recognition of this one truth alone, gives the sociologist a new 
orientation towards many problems. In reply to the other state- 
ments, and to similar ones that occur so frequently throughout 
the book, it may simply be said that other writers primarily 
engaged in the investigation of social problems have antedated 
Hogben in the utilisation of genetic conclusions. Others still, 
those who have undertaken to analyse the inheritance of man, 
have been as accurate and profound in such work as the 
Professor of Social Biology. 

It is not to be assumed, from these strictures, that the reader 
will discover in Professor Hogben’s treatise no accurate formula- 
tions of the theorems of sociol biology, no compilation of perti- 
nent and useful data, no succinct and clever discussions that will 
arouse new trains of thought, no sensible and deserved criticisms. 
He will find all these things. They make the book a serious 
contribution to our socio-biological literature. But the work 
would be less provocative, would do more toward cementing 
together biologists, geneticists, and sociologists, were it not so 
full of innuendos, of general and indirect criticisms unsupported 
by concrete illustrations; if it did not set up so many idols to 
be destroyed that were never worshipped by representative mem- 
bers of any of these sects. And even where chapter and verse 
can be cited in support of a general criticism—a couple of dozen 
such instances can be found—it would be a juster course to lay 
the sins individually on the shoulders where they belong than 
it is to attribute them to sociologists or geneticists as groups. 
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There is one other important point where Dr. Hogben’s book 
fails to measure up to what it might be. The author endeavours 
to utilise genetic conclusions in dealing with human problems, 
but cannot quite bring himself to the frame of mind where he 
can treat mankind as a herd of representatives of the species 
Homo sapiens, to be studied objectively like a herd of any other 
animal species. Man remains Man, spelled with a capital M, a 
little lower than the angels. He is still set apart, as one finds 
him in orthodox theological dissertations ; though, of course, he 
has been moved into closer proximity to the remainder of crea- 
tion. In this attitude the author may be correct; nevertheless, 
it reminds one somewhat of the novice in agnosticism who snaps 
his fingers at the powers of evil when the skies are clear, but 
rushes for the holy water when it thunders. 

Concretely, the point in mind here is this. The general basis 
for the chromosome theory of heredity is as sound as that of the 
atomic theory. More than 50,000 investigations have appeared 
since the beginning of the century. They all point in the same 
direction. They satisfy the assumption that the units of heredity 
are the genes, carried in linear series in the chromosomes. And 
the essentials of the behaviour of the chromosomes are known. 
Now sufficient is known about the transmission of various genes 
in man, sufficient is known about man’s cellular mechanisms, to 
make it as certain that his heredity is subject to the same laws 
as are other organisms, as it is that his chemical processes obey 
the same laws as other chemical processes. 

We want to know the precise reactions which various combina- 
tions of genes have in man under given conditions of environ- 
ment; we want to know how much variation can be caused by 
different environments when identical germ plasms (monozygotic 
twins) are involved; and we want to know, especially, how 
individuals with identical germ plasms react to different types 
of mental conditioning. It does not show alertness of mind, 
however, to demand that each especial case of human heredity 
show cause before it can be taken from the mystical and admitted 
as part of our general genetic evidence. 

The eight essays in the book under discussion are self- 
contained, as the author admits. The first is on the Problems 
of Twin Resemblance. Here nearly all of the more important 
pieces of work are cited, either in the text or among the refer- 
ences, though there appears to be a lack of familiarity with the 
embryological and obstetrical evidence on the subject. 
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The second chapter, on Single Gene Substitution in Human 
Pathology, is one of the best in the book, pointing out, as it 
does, the difficulties in the way of a precise analysis of genea- 
logical data, yet showing how they can be made to serve a 
purpose. Considerable emphasis is placed on the collection of 
data without bias. Naturally one can find no fault with this 
restriction as it stands.. On the other hand, lack of bias appears 
to mean lack of sensible discrimination to many workers. Failure 
to make this distinction has rendered much biometrical analysis 
almost valueless. The three most voluminous texts on the 
subject-matter of this essay—Davenport, Gates, and Baur- 
Fischer-Lencz—are omitted from the bibliography. 

The discussion of Serological Data is done carefully and well, 
though it has little in it that is not contained in Snyder’s book. 

The Genetic Basis of Social Behaviour, The Concept of Race, 
and The Nature of Genetic Selection in the Social Group are the 
topics considered in the next three chapters. They form the heart 
and soul of the work. ‘The last two are excellent, though the 
reviewer prefers the expositions of Fisher, Haldane, and Wright 
on selection in human populations to the exposition given based 
on their work. The most serious error to be found here is in the 
discussion of feeble-mindedness, which takes up most of the 
text on Social Behaviour. The author cannot conceive how 
feeble-mindedness, existing as it does in so many grades, can 
possibly be the result of defectiveness in a single gene. Possibly 
it is not; though the most extensive collection of data, that of 
Goddard, shows that two feeble-minded parents, if the defect is 
genetic, invariably have only feeble-minded progeny. There are 
a few exceptions, of course; but this is probably because the 
putative fathers are not the real fathers. “The essential point, 
however, is that defective mentality may be due to a single 
defective gene without limiting the+ possibility of an almost 
infinite number of manifestations of feeble-mindedness due to the 
action of modifying genes. 

The remainder of the book is taken up with Pearl’s work on 
population growth and with certain eugenic considerations. 

It seems strange that, after the use of a very considerable 
amount of more or less recondite algebra in the body of the 
work, there should be a most elementary treatment of 
probability theorems in an Appendix. 


EK. M. East. 
Harvard University. 
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The Balance of Births and Deaths. By Ropert R. Kuczynskl. 
The Brookings Institution, Washington, D.C. Pp. 170. $2. 
Though the second volume of Kuczynski’s Balance of Births 
and Deaths is, like the first, mainly composed of tables, it will 
provide fascinating reading for every student of social science 
familiar with the salient contemporary features of population 
growth. The preceding volume dealt with Western and 
Northern Europe. Its thesis embodied the same general con- 
clusions as the writings of Sir William Beveridge and Professor 
Bowley had drawn attention to several years earlier. In the 
author’s own words, “ the fertility of the women in that section 
of the world is now so low that, unless it rises, these populations 
are doomed to die out even if mortality were to decrease beyond 
reasonable expectations.”’ 

The new volume shows that a large section of the remaining 
part of Europe—Southern and Eastern Europe—has reached 
the same condition. The same fate appears to await the remainder. 
Earlier studies, especially the Dutch and Canadian statistics, 
set forth in Beveridge’s memoir in 1925, suggested that the 
decline of the Catholic birth rate was relatively negligible. 
Since then there have been indications of an appreciable fall 
of the Catholic birth rate in Protestant states. There is now 
evidence of a _ substantial fall in predominantly Catholic 
countries. In Italy the crude birth rate has steadily declined 
in each quincennial census from 1865, when it stood at 38.7, 
till 1930, when it was 26.0. The significance of this fall is 
brought into clearer perspective by employing the gross “‘ repro- 
duction rate,’ i.e. the mean number of female offspring born 
to a single woman passing through the child-bearing period 
of fifteen to forty-five years. In 1921-2 the gross reproduction 
rate of Italy ‘‘ was almost 2. It was still as high as in 
Denmark at the beginning of this century. In 1928-30 it was 
only about 1.65—that is, as low as in Denmark in rgrI-15. 
Mortality has decreased less in post-war times than has 
fertility. The net reproduction rate, which was about 1.4 in 
1921-2, therefore has decreased. ‘The population of Italy is 
still reproducing itself. But if fertility and mortality should 
continue to develop for another decade as they have in the 
last decade, the population will no longer hold its own.”’ 

The more important findings which emerge from this inquiry 
are summarised in the last table on page 64 giving the net 
reproduction rate of all the countries dealt with in this survey. 
The net reproduction rate is the gross reproduction rate 
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corrected for duration of life and measures the average number 
of future mothers born to each mother. This index is a more 
precise measure of population growth than the standardised 
fertility rate of Newsholme and Stevenson, and unlike the latter 
makes no questionable biological assumptions. At the present 
time the net reproduction rate is below unity in Latvia, in 
Czechoslovakia (West), in Esthonia and in Austria. It is only 
barely in excess of unity in Hungary. Of the Balkan states, 
Bulgaria shows a steep and continuous decline of the net 
reproduction rate in each quincennial period since the beginning 
of the present century. ‘‘ At the beginning of this century, 
6.7 children were born in Bulgaria to the average woman passing 
through child-bearing age, and 5.5-5.7 in Serbia and Croatia- 
Slavonia. Each hundred mothers gave birth to 188 future 
mothers in Bulgaria, to 161 in Serbia, and to 142 in Croatia- 
Slavonia. In 1929, 3.9 children only were born in Bulgaria 
to the average woman passing through the child-bearing age, 
and 100 mothers gave birth to 129 future mothers only. 
Bulgaria, which a generation ago had a higher net reproduction 
rate than any country we know of, has joined Western and 
Northern Europe in their downward trend.”’ 

There is no immediate likelihood that the Fascist State will 
overrun Europe by sheer force of numbers. How do the Russian 
statistics compare with those from other parts of Eastern 
Europe and with the South? In the closing decade of the 
nineteenth century, the fertility of Ukrainian women had no 
parallel in recorded statistics of any other country either at 
that time or at any previous time. The gross reproduction 
rate of the area covered by the Soviet Union has decreased 
substantially during the past generation. Meanwhile mortality 
has diminished. For this reason the net reproductive rate for 
European Russia in 1929 was very little lower than the record 
figure of Bulgaria in 1900-1. In the* last quincennial period of 
the nineteenth century, seven—7.5 in the Ukraine—children 
were born to the average woman who passed through the entire 
child-bearing age. Mortality was then very high. A hundred 
mothers gave birth to not more than 165 future mothers. In 
1926-7 5.6 children were born to the average mother who passed 
through the age of child bearing. Since mortality has greatly 
decreased, 100 mothers actually gave birth to about 170 future 
mothers on the basis of the current life table. Thus the Russian 
population is growing at least as rapidly as, and apparently 
slightly more rapidly than, it was at the beginning of the 
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present century. The political significance of this conclusion 
needs no comment. In any case, comment would be premature, 
before the effect of a planned economy of agricultural produc- 
tion can be estimated. 

The fertility data from Eastern Europe at the end of the 
last century justify caution towards emphasis on contraceptive 
practice as the only significant factor in the decline of the 
European birth rate. At the same time, the picture which 
emerges from a survey of the present features of population 
growth in Europe as a whole reinforces the suspicion that the 
rapid spread: of contraceptive practice in the present generation 
is creating a social problem destined to assume formidable 
proportions before another half-century has passed. During 
the nineteenth century the control of epidemic diseases played 
an important réle in the character of population growth. 
Extensive changes in social organisation were called into being 
in the attempt to increase the expectation of life. Unless the 
peoples of Europe west of the Soviet Union are prepared to 
accept the fate of gradual extinction still more extensive changes 
may be necessary to arrest a decline which can no longer be 
prevented by the most generous application of biological 
knowledge to the reduction of the death rate. 

LANCELOT HOoGBEN. 


The Land and the Peasant in Rumania. By Davin Mrrrany. 
(Carnegie Endowment.) Oxford University Press, 1930. 
Pp. xxiv+593, with Bibliography and Index. 20s, 


For about five years after the end of the war it appeared that 
the ‘‘ green revolution ’’ caused by the general economic and 
social upheaval might permanently establish a “‘ peasant ”’ 
system of agriculture in large parts of Europe and strengthen 
“ yeasant ’? systems which were already established. There were 
not lacking people who were ready to proclaim that the end of 
capitalist agriculture was within sight; and at the beginning of 
his study Dr. Mitrany was inclined to think of “‘ the triumphant 
emergence of the peasant.’’ He certainly did come to the fore- 
front ; and, immediately, at least, no other effect of the war, as 
Dr. Mitrany said, compared either in intensity or extent with 
that of the downfall of the class of large landowners. But other 
effects have now appeared, and what seemed to be the triumph 
of the “‘ peasant ’’ is now eclipsed by almost universal agri- 
cultural depression under which Rumania itself is not the least of 
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the sufferers. It is easy to appear wise after the event and almost 
equally easy to forecast developments which may never mate- 
rialise in the future. But a long view is required.for any appre- 
ciation of agrarian and agricultural changes. 

Dr. Mitrany provides a historical introduction to the statement 
of changes after 1917, and then describes them and assesses some 
of their effects. From forms of village communities, without 
development through formal feudalism, the landlords were able 
to form large estates on which the cultivators were held in 
practical serfdom. ‘They were bound to the.land, but had few 
rights in it, and the agrarian system fell into a state between 
capitalism and serfdom in which the landlords and their tenants 
secured most of the advantages of both those systems. ‘* As long 
as the peasants were free of their land, their labour was tied ; 
when their labour had to be freed, the land was tied; and when, 
at long last, through the latest reform, both land and labour was 
freed, the market was tied ’’ (by legislation constricting prices). 
“Under all sorts of varying constitutional circumstances the 
power of the landlords was growing. Each downward step in the 
peasant’s social status corresponded rather to some moment of 
recovery in the country’s political status.’’ 

An honest student of agrarian conditions in Central and 
Eastern Europe is confronted with a stupendous task of descrip- 
tion and analysis, and if Dr. Mitrany’s work fails a little in 
clarity of statement of the pre-war conditions it is better than 
any I have seen. Amongst forms of property there were to be 
found common ownership by village groups, a form of part 
common and part individual ownership, some private ownership 
by cultivators, and the more substantial ownership of the large 
estates which had been created by the boiars developing their 
position as proprietors over several centuries. "There were also 
State domains, and estates of churches, etc. The classes of land 
—arable, pasture, rough grazing, ‘and forest—were subject 
to varying rights and to varying conditions of tenure (in the 
proprietary sense) and of tenancy and use. Organisation for 
use took many forms. In some parts labourers were engaged in 
arable agriculture, receiving wages and paying rents calculated 
in cash. Metayage existed in several forms, including the more 
common one of sharing produce, one of common cultivation by 
the metayer, but with the owner taking the produce of a specified 
portion of land, and one under which the metayer gave labour 
additional to that devoted to production of the shared crop. 
There were also ‘‘ tenants’’ of huge estates, renting from 
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superior owners, for whom land was cultivated by labourers or 
metayers, or who themselves let land to inferior tenants. 

If there were one serious criticism of this book it would be on 
the use of the term ‘‘ peasant ’’ to cover the classes of labourers, 
metayers, and tenants without distinction except for their 
inferior position relative to the great landlords and the superior 
tenants of large estates; and a consequent failure at various 
points to show their economic status quite clearly. That their 
position was generally poor could not be denied, but that it was 
equally poor all round is scarcely acceptable. The term 
“peasant ’’ has value for raising either human sympathy or 
political and social idealism, but it has little if any value in 
English for use in economic description or analysis. 

One of the theoretical positions taken up by Dr. Mitrany 
seems to be that “* only intensive agriculture could extract from 
Europe’s old soil returns capable of withstanding overseas 
competition, and intensive agriculture on a large scale proved 
unremunerative with paid labour. Hence for the sake of produc- 
tion the trend of European agriculture during the last fifty years 
has been towards the division of large estates.’”’ Whatever the 
experience from which this theory and the interpretation of 
recent movements may have been drawn, there was no doubt that 
the land cultivators of Rumania, of all classes, desired to obtain 
property rights and believed they had a moral title to the land 
they cultivated. Standards of cultivation and yields of crops 
were low, in spite of some efforts to raise them. Except in the 
new provinces landlords were not concerned to raise agricultural 
standards, to improve equipment, or to develop enterprises, but 
were mainly concerned with rents and with their social status 
and political power. Rumania was exporting the fertility of her 
soil in heavy exports of grain. The cultivators were economically 
impoverished, politically oppressed, and to some extent socially 
(but not morally) degraded. 

How the cultivators obtained their land is explained in detail. 
The pre-war distribution of properties of different sizes varied 
from one province to another, and although these variations were 
reduced in the process of redistribution of land, some remained 
after the resettlement. Over the whole country, previous to 
reform, about 60 per cent. of the arable land was in properties 
of less than 243 acres, but after the resettlement these had risen 
to go per cent. of the total. Of about 1,979,000 cultivators 
entitled to land under the reforms 1,369,000 were resettled. But 
various disabilities remain; many holdings are too small for 
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the support of families and certainly too small for pursuit of 
economical practices or the use of equipment; holdings have not 
been consolidated where necessary, and they still remain as 
scattered strips, and in some cases the problem of the scattered 
holding has been aggravated. Cultivators are still hungry for 
land and buy it at high prices. 

After the reform there was some increase in manufacture and in 
import of agricultural machinery, a very considerable increase in 
the acreage of arable land and of land under cereal crops. Whether 
because of poorer treatment or of cultivation of less fertile land 
average yields of crops have fallen. But Rumania was to some 
extent trying to apply a whole system of small-scale organisation 
of agriculture to resettlement, and the number of agricultural 
co-operative societies in each class, except those for landholding, 
has increased, and in some classes the increase in business has 
been remarkable. 

It is impossible to follow Dr. Mitrany through his analysis of 
the effects of reform on such items as the dietary and physique 
of the population, but his general effort has been directed in a 
very praiseworthy way to appreciation of the reforms by their 
effects on the moral and physical conditions of life on the land. 
The possible effects of the reforms were restricted by the con- 
tinuation of the political power of the great families and ruling 
groups; and the cultivators have still to rise to political power 
before they can reap the full benefit of the changes in the 
agrarian system. By the time the chapter of Conclusion is 
reached Dr. Mitrany has few illusions, and he sees and states 
clearly some of the probable weaknesses of the ‘‘ peasant state.’’ 
And had he been writing now he most probably would have 
strengthened his criticisms, for his analysis was mainly confined 
to data available up to 1927. Nevertheless, this is a very 
extensive, painstaking, well-balanced survey of the need, the 
process, and contemporary results of agrarian reform. The 
immense mass of material is attractively presented, and for a 
book of such length, treating subjects from many points of view, 
the absence of even the appearance of inconsistency is remark- 
able. It appears to me to be the best book of its kind published in 
England since the appearance of Rowntree’s Land and Labour in 
Belgium. If small-scale organisation of agriculture is not develop- 
ing the degree of economic stability that was expected of it, that 
failure makes more necessary the full and open examination of the 
causes of desire for control of small properties and the conditions 
of their economic success or failure. A. W. AsuHpy., 
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Modern Currency and the Regulation of its Value. By Epwin 
Cannan. P. S. King. 1931. Pp. 112. 55. 

Professor Cannan wants gold-standard countries to increase 
their fiduciary currencies in order to raise gold prices, which 
he thinks have fallen too low. Many will agree with this con- 
clusion who do not approve of the route by which he reaches 
it. I find myself in almost the opposite position. I disagree 
with the conclusion but approve, in general, of the route. 
Since the route, consisting of a compressed account of currency 
theory, occupies the bulk of the book, it is this which I shall 
discuss. 

The chief difference between Professor Cannan and most 
monetary theorists is that the former stresses the quantity of 
notes and coin rather than of bank deposits. Mr. Robertson, 
for example, in his Theories of Banking Policy, says: ‘‘ We 
can, without serious risk of error, speak as though these deposits 
were the only form of money, ignoring the existence of paper 
notes and metal coins.’’ Professor Cannan, who throughout 
this book is as acute and outspoken as ever, pillories “‘ the bank- 
deposit theory of prices ’’ as one of the ‘‘ obstacles to improve- 
ment.’? He prefers to regard bank deposits as substitutes for 
money. 

It is true that in this country bank deposits are the pre- 
dominant means of payment. But it would be quite misleading 
to draw a parallel between, say, the preponderance of mechanical 
over horse-drawn transport and the preponderance of bank- 
deposits over currency. For the amount of mechanical transport 
has little connection with the amount of horse-drawn transport, 
whereas the amount of bank-deposits largely depends on the 
amount of currency. Over a fairly short period, for example, 
bank-deposits are most unlikely to double while the quantity 
of currency remains the same. But they can double, or increase 
a hundredfold, as a consequence of an increase in currency. 
And to urge that increased lending by the banks, in periods 
of inflation, ‘‘ necessitates ’’ increased issues of currency, is 
illogical. If the note-issuing authority refuses to issue more, 
the banks cannot continue to increase their loans. If that 
authority had made it plain from the first that the currency 
would not be increased, the banks would not have lent so 
freely as to endanger their liquidity. 

Nobody, I think, denies that the banks can at times lend 
more freely. Nobody denies that in some circumstances this 
may prevent a fall in prices due to a lessened “ velocity of 
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circulation’? of bank-deposits: may counteract ‘‘ hoarding.”’ 
Nobody denies that in other circumstances this may impose 
‘forced saving’? and bring about a rise in prices sufficient 
to cause a boom leading later to a depression. All the effects 
of the trade cycle could manifest themselves without any change 
in the quantity of currency. 

Nevertheless I think Professor Cannan is right in rejecting 
the artificial assumptions of Mr. Robertson and others, which 
are logically equivalent to regarding all means of payment as 
inconvertible paper currency issued by the banks. As a guide 
to policy or as an explanation of modern practice these assump- 
tions have a serious defect. ‘They fail to bring out the point 
already indicated : namely, that inflations on anything approach- 
ing the scale practised by post-war central Europe are quite 
impossible without increases of currency. To put this in another 
way, they greatly exaggerate the lengths to which ‘‘forced saving”’ 
imposed by the banks can in fact be carried. Under the gold - 
standard, a check soon comes from an external drain of gold. Under 
an inconvertible note issue, fixed in amount, the forced saving 
increases the total amount of deposits and so reduces the bank’s 
proportionate reserve of notes to a dangerously low percentage. 
Further, it raises prices, thus leading the public to demand 
more notes to hold, in order to keep their command over com- 
modities in the form of currency unchanged. ‘This reduces 
the amount of currency available for the banks, and brings down 
their proportionate reserve still faster. Even so, under a com- 
paratively fixed quantity of currency, such as exists in the gold 
standard system as a whole, inflation can go far enough to do 
much harm, as we have seen. But under Mr. Robertson’s 
assumptions it may go to fantastic lengths. It may continue 
until all those who lose by it refuse to be despoiled : until wage- 
earners demand payment on a cost-of-living basis, until all 
lenders invest in ordinary shares, until all contracts are made 
in terms of some other currency or commodity. 

I do not think it matters very much how money is defined. 
Nevertheless, while one cannot agree with all Professor Cannan 
says—for example, on page 72 he fails to recognise that the 
United States acquired more gold because its production 
increased relatively to that of other gold-standard countries and 
on page go he gives the impression that a credit balance at 
the bank is not “‘ purchasing power ’’—all the same, his general 
method of approach seems to me more applicable to the real 
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world than one which treats notes and coin as unimportant 
or non-existent. F. C. BENHAM. 


Economic Essays and Addresses. By A. C. Picou and DENNIS 
H. Ropertson. P.S. King. 1931. Pp. 215. ros. 6d. net. 


Most of the papers collected in this volume have already 
appeared in print. Professor Pigou contributes two addresses, 
on “The Function of Economic Analysis’? and ‘‘ Limiting 
Factors in Wage Rates,’’ given to non-specialist audiences, and 
four papers of a more technical nature on ‘‘ Stabilisation in 
Particular Industries,’ ‘‘ Disturbances of Equilibrium in 
International Trade,’ ‘‘ The Statistical Derivation of Demand 
Curves,’’ and ‘“‘ Demand and Supply Equations.’’ ‘This last 
appears for the first time. Mr. Robertson’s contributions are 
concentrated on monetary problems. He reproduces his 
*“’Theories of Banking Policy,’? his memorandum on ‘‘ The 
World Slump” submitted to the Macmillan Committee, his 
article on ‘‘ The Monetary Doctrines of Messrs. Foster and 
Catchings,’’ and his broadcast talks on ‘‘ World Finance.’’ 
Under the heading ‘‘ Notes on International Trade ’’ he gives 
his paper on ‘‘ The Terms of Trade’? from The Economic 
Journal 1924 and a paper on ‘‘ The Transfer Problem ’’ written 
in 1929 and not previously printed. 

In their previous books both Professor Pigou and Mr. 
Robertson have set. themselves a very high standard. Judged 
by that standard, it must be confessed that the present collection 
is disappointing. Professor Pigou is a master of economic 
theory who believes that the main purpose of that theory is 
to yield ‘‘ fruit’’ rather than ‘“‘light.’? He writes, almost 
always, with a view to practical issues and current problems. 
What impression, then, will be produced by his paper on the 
stabilisation of prices or output in particular industries? In 
an age of great technical progress, surely the promotion of 
‘‘ economic welfare ’’’ demands that the fruits of this progress 
shall be passed on in the form of lower prices and greater 
output. The real problem is to promote the mobility of factors 
of production in order that the greater total output may take 
the form which consumers, with a greater command over routine 
than before, most prefer. Attempts to stabilise either prices 
or production in any industry, in such circumstances, will 
almost invariably cause harm. It is unfortunate that no hint 
of this is given in a paper published in 1927 and reproduced 
in 1931. 
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The following essay is open to the same kind of criticism. 
It is true that if there were Germany, producing only linen, 
and England, producing only cloth, then a reparations payment 
fixed in terms of cloth and payable by Germany to England 
might be so great that no quantity of linen would exchange 
for the amount of cloth required. But what bearing has this 
on the actual situation? Germany produces many things which 
are exported, and many others which might be. In most cases, 
she produces a fairly small part of the world’s output and a 
slight lowering of her price will considerably increase the 
quantity sold either by extending the total demand or at the 
expense of her competitors or both. She can reduce her 
imports, substituting home-produced goods or going without. 
Each payment increases the real income and therefore the power 
to demand imports, of the receiving countries, and decreases 
that of Germany, in the future. If the budgetary problem can 
be solved, the transfer problem and the transfer burden both 
become relatively negligible, as indeed the development of 
Germany’s ‘‘ export surplus’ has shown. 

Both Professor Pigou and Mr. Robertson seem to have gone 
astray on the same point. Writing with the case of Great 
Britain in recent years clearly in mind, Professor Pigou says 
that if imports become cheaper, then since countries ‘‘ are 
divided up into different industries between which mobility is 
very imperfect, it may happen that the disorganisation caused 
in the country’s export industries will do it more harm, in 
a wide sense, than the cheapening of imports does it good ”’ 
(p. 53). Mr. Robertson says that if in such circumstances 
Anglia imports at least as much wheat as before and exports 
fewer cotton goods, she finds herself with a surplus of produc- 
tive power. ‘‘ But in so far as that surplus is stereotyped in 
the form of cotton stocks, ‘cotton mills, and cotton operatives, 
those stocks will accumulate, those mills be idle, and those 
operatives unemployed: there will occur all the recognised 
symptoms of ‘trade depression’’’ (p. 164). But surely if 
consumers spend less on imported goods they will spend more 
on home goods: there will be a boom in the home trades. At 
the worst, with labour and resources completely immobile, there 
will be no loss; in fact, since there is considerable mobility, 
there will be a gain in total real income, although the distribu- 
tion of the total will be altered. Yet Mr. Robertson asserts 
that in fact the improvement in our terms of trade ‘‘ became 
unto us an occasion of falling’ (p. 165). ‘‘ We may have in 
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fact to fall back on the expedient advocated by Mr. Keynes— 
a continued fall in the ratio of interchange, just as it may 
be right in certain circumstances to break windows in order 
to save glaziers from starvation ”’ (p. 169). To my mind, this 
is monstrous. It can never be “‘ right ’’ to break windows to 
save glaziers from starvation. On any assumptions, it will 
always be better to tax owners of windows, or preferably the 
community in general, to support the glaziers who would other- 
wise starve. On any assumptions, the ‘‘ dole’’ is better than 
a refusal of the gifts of fortune. An ‘“‘ interpretation of recent 
history ’’ (p. 165) which makes cheaper imports the source of 
our troubles seems to me quite false. Without cheaper imports 
—but with all our rigidities, in the face of changed and changing 
conditions—we should have been in a definitely worse position. 

This leads to the supreme question of the moment. How 
can we get out of the present depression? Here Mr. Robertson 
again and again stresses the hoarding of bank deposits. The 
public’s increased desire to save does not show itself in a greater 
total of deposits but in their more sluggish movement. ‘The 
banking system should give effect to that desire by creating a 
corresponding quantity of new money. I wonder. Why does 
money remain on deposit at the moment instead of being 
invested? Simply because profitable and reasonably secure 
openings for investment are not available, and this in turn is 
surely an effect of the depression, not its cause. The remedy 
is to make more profitable openings for investment available. 
This means, in the absence of technical progress, reducing the 
prices of factors of production relatively to the prices of their 
products. That is the really important fact, and no special 
theory of banking or the trade cycle is needed to perceive it. 
One way of achieving this object is to raise the prices of products 
without raising factor prices as much: inflation. I think it is 
a bad way, because it leaves existing rigidities untouched. Not 
only does it contain the seeds of a future depression; it also 
means that these rigidities will always be a source of trouble 
in the future, as conditions constantly change. The other 
alternative is to attack these rigidities directly. At Cambridge 
it seems to be thought that wage rates must remain eternally 
the same, resources for ever immobile : at any rate, much of this 
book consists of ingenious discussions of how best to make 
capitalism work under these conditions. But recent happen- 
ings in Europe, in America, in Australia, show that this is 
quite untrue. ‘‘ Diseases desperate grown by desperate remedies 
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are relieved, or not at all.’’ Inflation is not a remedy. It is 
merely a soporific. What a strength it would be if Professor 
Pigou and Mr. Robertson used their great powers of analysis 
and persuasion to kill the dragons which bar our path, instead 


of searching for detours. 
F. C. BENHAM. 


Some Recent Reprints 


Essai sur la nature du commerce en général. By RICHARD 
CantinLoNn. Edited with an English translation and other 
material by Henry Higgs, C.B. London: Macmillan. 
19316 Pp. vill 304, +15s-- net. 

Abhandlung iiber die Natur des Handels im allgemeinen. Ins 
Deutsche iibertragen von Hella Hayek mit einer Enleitung 
und Anmerkungen von Privatdozent Dr. jur. et rer. pol. 
Friedrich A. Hayek. By RiIcHARD CANTILLON. Jena: 
Fischer. 1931. Pp. lxix+207. RM. 7.50, paper covers; 
RM. 9.0, cloth covers. 

Bilanci del Commercio dello Stato di Milano. A cura di Luigi 
Einaudi. By PreTRo VERRI. Torino: La Riforma Sociale. 
EO32smeck Pel IO Le 16: 

Grundzuge der Theorie des wirtschaftlichen Guiterwerts. By 
E. v. BOHM-BAWERK. Reprinted from Jahrbiicher fiir 
Nationalokonome und Statistik, Neue Folge, Band 13. 
London School of Economics and Political Science. 1932. 
Poul A7e 458: 

If Ch’ti Yiian was right in thinking that it is better to clear 
the weeds off the grave of one’s grandfather than to plant two 
fields with rice, the present generation of economists cannot 
be entirely devoid of virtue. Never before has enthusiastic, if 
not uncritical, ancestor-worship been so fashionable, if the 
output of reprints is a reliable indicatér. And since this present 
outburst of piety does not by any means appear to be at the 
expense of the current rice-crop, even the most captious critic 
will be likely to welcome it. There is, indeed, in human nature 
—apart from second-hand booksellers—a kindly sort of belief 
that there is no such thing as a bad reprint, only that some 
reprints are better than others. And whether or not this is 
true of reprints at large, it is true of these under review at 
present. 

Of the four, that least likely to need special commendation 
is Mr. Higgs’s handsome edition of Cantillon’s classic essay, 
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which has in recent years been beyond the reach of most of us. 
English readers to whom this new edition has become available 
are perhaps unlikely to feel very interested in Frau Hayek’s 
German version which has just made a worthy addition to 
the Sammlung Wissenschaftl. Meister—exception being made of 
those examination candidates who discover in it an unusually 
suitable source of easily checked translation passages. But the 
English edition falls short of perfection in one important respect : 
Mr. Higgs has contented himself with leaving the essay to speak 
—hbi-lingually—for itself, with the support of Jevons’s vote of 
thanks from the Contemporary Review of 1881 very modestly 
seconded by Mr. Higgs in some brief supplementary notes. 
The opportunity thus missed was that of presenting the world 
with a connected and comprehensive account of the little that 
we do know of the life and works of that mysterious godfather 
of our science whom there have been so few to praise and so 
very few to love—a task which all the encyclopedias and 
histories have not achieved, and which nobody is better qualified 
to undertake than Mr. Higgs. 

There is therefore particular reason to be grateful for the 
introduction contributed to his wife’s volume by Professor 
Hayek, one of the newest and best-equipped recruits to the 
small band of amis de Cantillon. ‘This introduction summarises 
in some sixty pages practically all that earlier investigators 
have discovered about Cantillon or the essay together with one 
or two small additions to knowledge for which our gratitude is due 
to Professor Hayek himself. Not the least interesting part of this 
sketch is that which seeks to estimate the influence of the 
essay on the development of economic thought. 

The reprint of two papers by Verri, the first number of a 
promised Piccola Collezione di Scrittt Inediti o Ran dt 
Economisti, to be edited by Professor Einaudi, belongs to a 
different category. Its chief appeal is likely to be to the 
economic historian or to the ‘‘ descriptive’? economist in search 
of parallels and analogies. Count Pietro Verri, the Milanese 
author of the Meditazioni sull’ economia politica, which is his 
chief claim to fame according to most standard histories of 
doctrine, is less well-known but probably even more deserving 
of remembrance as the reformer who, in co-operation with 
Beccaria, did so much to improve the economic position of 
Lombardy in the time of Maria Theresa. It was strictly as 
a by-product of this activity that these statements of the balance 
of trade of Milan were first published and it is to the student 
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of fiscal and mercantile history that they will be of chief value. 
But the historian of theory who is acquainted with the 
“ Bstratto di alcuni capitoli preliminari ’’? in Custodi will also 
be very glad to have the rectifications and additions afforded by 
the present reprint and will await the publication of succeeding 
numbers in the series with interest. 

A reprint of Bohm-Bawerk’s Grundziige has long been over- 
due, for this work is not only a landmark in the history of 
the Austrian School, but also one of the select few—a bare 
dozen or so—of the writings on economics published during the 
nineteenth century which it is still worth while for the general 
student to read as a textbook. Verri and even Cantillon are 
to be read nowadays much as the Apocrypha—for example and 
instruction rather than to establish any doctrine. ‘The general 
reader can afford to acquaint himself with them at second-hand. 
But he would be ill-advised to forgo direct and intimate acquaint- 
ance with the works of Bohm-Bawerk ; of which the chief are the 
three volumes of Kapital und Kapitalzins, and the next greatest, 
the Theorie des Giiterwerts, originally published as two articles 
in Conrads Jahrbiicher and now reprinted in toto for the first 
time by the London School of Economics. 

Professor Weiss omitted these articles from his collected 
edition of the writings of Bohm-Bawerk because the major part 
of them had already been incorporated in Book III of the 
Positive Theorie des Kapitals (Third and Fourth Editions), 
although he reproduced sections of the rest as three separate 
items, two of considerable and one of lesser importance. Perhaps 
Professor Weiss was right to assume that the scattered short 
passages that were not to be found in the later editions of the 
Positive Theorie or in his collection were not worth printing 
for their own sake. Variorum editions are not praiseworthy 
per se. 

Nevertheless, this reprint fills a want that should have been 
long felt even if it was not; and probably fills it better in its 
present handy form than if it had been included in a large 
volume. As a first statement of the Austrian theory of value 
it has no rivals; and it has very few as an introduction to 
the theory of value in general. 

This is not to say that it is beyond criticism. The perfect 
economics textbook, like so many other perfect books, has yet 
to be written. The Grundziige exhibits, sometimes startlingly, 
the limitations as well as the excellences of the Austrian method 
—as would have been more evident if it had been printed next 
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to Rechte und Verhilinisse in the collected papers. It will 
always remain one of the mysteries of our science that such a 
clear thinker as Bohm-Bawerk should have begun his academic 
career by proving so conclusively that Tauschobjekte are not 
necessarily Giiter, and then have spent the rest of his life teach- 
ing that the fundamental problem of economics was that of the 
Giiterwert. If his inaugural dissertation had been more in his 
mind when he was lecturing at Innsbruck, it is possible that 
the famous theory of interest might have been formulated so 
as to escape some of the criticisms which it has evoked. But 
Bohm-Bawerk was the sort of thinker whose mistakes are often 
more instructive than the correctest lucubrations of lesser minds. 
Serious students find his major writings indispensable, and will 
be grateful for this opportunity of completing their set of them. 
H. E. Batson. 


The Indian Currency System (1833-1926). By Sir J. C. 
CovajEE. Madras. 1930. Pp. 326. 7s. 6d. 

Taxation of Income in India. By V. K. R. V. Rao, M.A. 
Longmans. 1931. Pp. 323. tos. 6d. 

Labour and Housing in India. By Ray BAHADUR Gupta, M.A., 
Ph.D. Longmans. 1930. Pp. 257. 13s. 6d. 


Sir J. C. Coyajee’s Indian Currency System consists of the 
six Sir William Meyer lectures for 1929, and is written with 
the author’s usual clarity and sound grasp of principles. The 
author surveys the history of the leading tendencies in the 
development of the Indian currency system since 1833, and, 
in particular, deals illuminatingly with the influence of the 
general progress of monetary theory and practice on currency 
policy in India. Lecture V, on ‘‘ The Effect of War on Indian 
Currency,’ forms, perhaps, the most original chapter. It 
contains an acute and stimulating discussion of the relation 
between changes in the Indian price level and currency 
questions, and includes an admirable account of present-day 
theories of prices in relation to the actual course of events in, 
India. In the light of recent events, which do not fall within 
the scope of the work, the author may, perhaps, be criticised 
as too orthodox a supporter of the gold standard; and his 
apparent approval of the policy of deflation, and of the price 
policy pursued in the United States might possibly have been 
modified had he written a year or two later, but matters have 
moved so fast during the last two years that it is hardly fair 
to judge his work from this point of view. He is not, however, 
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afraid of expressing unpopular opinions, for instance, when 
he defends the Babington-Smith Report, or advocates a share- 
holders’ Central Bank. ‘The book deserves to be read by all 
serious students of Indian currency problems, and indeed by 
students of currency problems in general. 

Mr. Rao breaks new ground in his Taxation of Income m 
India, by studying in detail the theoretical, practical and 
administrative problems of the Indian Income Tax System. 
After a brief summary of the history of the Indian system (in 
three commendably clear and concise chapters) he proceeds at 
once to a detailed analysis, on thoroughly scientific lines, of 
the scope of the tax, the basis and computation of income for 
assessment, personal allowances, differentiation and graduation, 
special classes of taxpayers, the problem of double taxation, 
and administrative problems. 

It is impossible to deal here with each of these problems, 
but it can be said in general that Mr. Rao brings out clearly 
the peculiarities both of Indian conditions and of the Indian 
system, and that his recommendations deserve the close atten- 
tion of Indian legislators. In suggesting reforms he contrives 
to combine, most admirably, concern for theoretical and practical 
considerations ; for instance, in dealing with the much-debated 
question of the exemption of agricultural incomes. 

In conclusion Mr. Rao discusses the light thrown by income- 
tax statistics on economic conditions in India, and some exceed- 
ingly interesting facts emerge. Thus a study of the figures 
of incomes liable to income-tax during the past forty years 
leads to the conclusion that: ‘‘ The income per head shows 
an actual decrease, while the number of assessees shows an 
increase which is remarkably small as compared with the length 
of the period over which it has taken place. Among the income- 
tax-payers of India, then, there is a phenomenon akin to over- 
population, the sharers of the incomé increasing faster than 
the amount shared per head.’’ 

It is a real pleasure to welcome the results of Dr. Gupta’s 
personal investigations into the conditions of life of Indian 
workers in urban and industrial areas. A certain number of 
surveys of housing and public health in particular areas have 
appeared in the past, but no such comprehensive study for 
India as a whole has hitherto been attempted. The author has 
performed his task well, and gives a realistic and illuminating 
view of the development of urban areas in India, of the social 
aspects of the housing problem, and of the relations between 
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housing and public health. He also makes many fertile sugges- 
tions for the improvement of the present disastrous state of 
affairs. 

The death and infantile mortality rates of India, particularly 
in the large cities, are indeed a disgrace. Overcrowding is 
more hideous in the great Indian cities than in any Western 
slum areas, and attempts at hastening industrialisation should 
be tempered by realisation of what that may mean—unless far- 
reaching housing and sanitary reforms are immediately under- 
taken—to those (especially the women and children) who will 
live (and die!) in the growing industrial areas. 

In no country in the world is there, perhaps, greater need 
for town planning than in India, whilst social conditions render 
the problem more than usually difficult to tackle. Dr. Gupta 
is to be particularly congratulated on his recognition of the 
needs for the integration of the interests of town and village, 
and for the adaptation of town-planning schemes and methods 
to regional and social customs and tradition. All who are 
interested in the welfare of Indian labour will learn much from 
the perusal of this interesting and level-headed book. 

VERA ANSTEY. 


Economic Fragments. By D. H. Ropertson. P. S. King. 
1931. 267 pp. tos. 6d. 

In this volume Mr. Robertson has reprinted a number of his 
shorter works—some reviews, some addresses, some chronicles, 
and some serious and technical economic essays. ‘There are 
things in it which are there for our enjoyment only—and we do 
enjoy them—but there is much which needs all our wits if we 
are to absorb its solid instruction. The solidest things are the 
three essays at the beginning: ‘‘ Economic Incentive,’ “ In- 
come T'ax and the Price Level,’’ and ‘‘ Wage-Grumbles.’’ The 
first of these deals with that obscure background of economic 
theory—the conditions of supply of the factors of production— 
where logic seems to break down, and inductive research tells 
us little, so that the best of our endeavours pierce only a very 
little way into the dark. If, after reading this essay, the reader 
still feels unsatisfied, the trouble is mainly in the subject, so 
important, but so refractory. The second essay, on the other 
hand, is one of Mr. Robertson’s masterpieces, a perfect piece of 
exposition, which has disposed, let us hope, for good, in our 
generation at least, of that misleading and mischievous concep- 
tion of competitive profits as a surplus, which can so easily arise 
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from a careless handling of demand and supply diagrams. The 
third essay, on ‘‘ Wage-Grumbles,’’ has already been discussed 
in the preceding issue.* 


Je BR: -Hicxs. 


Lancashire and the Far East. By Frepa Utitey. Allen & 
UNWIN. I93I. 390 pp. 16s. 


Miss Utley’s important contribution to the study of the cotton 
industry and trade of Lancashire, India, China, and Japan, 
deserves to be read (and digested) not only by all who are con- 
cerned with the position and outlook of the Lancashire cotton 
industry, but by all who are interested in the broader questions 
of industrialisation in the East, and of comparative costs of pro- 
duction and labour problems in the East and in the West 
respectively. 

The author presents an illuminating statistical analysis of 
recent developments in the cotton industries of the areas under 
consideration, bringing out clearly the general trend in each im- 
portant section of the cotton trade. We are thus enabled to follow 
in their proper sequence the loss by Lancashire of an important 
part of the market in India, first to the Indian, then to the 
Japanese mills, and next, Lancashire’s loss of the bulk of her 
Chinese market to Japanese mills, some of which are situated in 
Japan, others in China. Especially striking are the author’s 
devastating analyses of the internal causes of the present disas- 
trous position in Lancashire, and her strong and apparently 
unanswerable indictment of the policy pursued in the spheres of 
organisation and finance. 

The most original and valuable chapters are undoubtedly 
those dealing with Japan. During the author’s nine months’ 
visit to the latter country, as special correspondent to the Man- 
chester Guardian Commercial, she was able to undertake a 
thorough and (above all) unofficial invéstigation, which enabled 
her to gain more “ inside ’’ information with regard to labour 
conditions and costs of production in general than had been 
possible for previous inquirers. Her estimates of comparative 
costs in Japan and in Lancashire are thus more accurate than 
previous estimates, some of which (such as those of Mr. Ellinger 
and Mr. Grey) she is able to correct in important respects. Her 
conclusion is that low labour costs account more than has been 
hitherto realised for Japan’s competitive advantage, and that it 
is an illusion to suppose that in Lancashire the efficiency of 


1 See Economica, No. 35, pp. 79-88. 
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labour is much greater and capital costs much lower, and hence 
it is useless for Lancashire to hope to regain her lost trade by 
cutting wages (which are already very low), improving technique 
and reorganisation. 

The chapters on China and India are much less full, and in 
the case of India, far less satisfactory. Miss Utley acknow: 
ledges that she was unable to make personal investigations in 
the latter country, and unfortunately has permitted her obvious 
anti-Imperialist bias to colour some of her conclusions. 

VERA ANSTEY. 


The Cotton Trade and Industrial Lancashire, 1660-1780. By 
ALFRED P. WapsworTH and JuLIA DE Lacy Mann. 
Manchester University Press. 1931. Pp. 539+xii. 255. 


This is a book of the highest importance. The Industrial 
Revolution was not all cotton, nor even all textiles, but cotton 
holds the centre of the stage. The period covered is the crucial 
one in the evolution of modern capitalism. ‘The authors have 
taken a comprehensive view of their subject, and have dealt 
with mechanical technique (and the biography of inventors), 
finance, markets, industrial organisation and labour. ‘They 
have also made important contributions to the history of the 
cotton industry of France. ‘They have neglected no material 
known to their predecessors and have, in addition, drawn 
largely on entirely new sources, in particular the records of 
the Palatinate of Lancaster and the books of some representative 
firms. "They are admirably equipped for their task, and there 
are no traces of carelessness or slovenly work, or of those 
meanderings into unprofitable bypaths which often mar the 
treatises of specialists. Having said this one has said all that 
is necessary. "The book must be read. It would be futile to 
attempt to distil its virtues into a review, and impertinent to 
criticise without a first-hand knowledge of the new material 
used. One criticism the authors have themselves offered. They 
admit that they have gone their separate ways and then collected 
the results into a single volume. In the exposition of a thesis 
this would be a serious defect, but in a survey of this encyclo- 
peedic character it is of little consequence. 

The general effect of the book is not unduly disquieting. We 
are not asked to change all our ideas. Many errors of detail 
are corrected, gaps are filled and surmises are confirmed by 
documentary evidence. Defoe’s England emerges a step further 
from the shadows, and we are reminded that Defoe himself 
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was, in many respects, a very unreliable observer. The signi- 
ficant progress of capitalistic technique, financial, commercial 
and industrial, in the century before the magic date, 1760, 
is illuminated and exemplified. It begins as an age of conflict, 
in which the old ideal of an ordered world where each man 
has his job and sticks to it is still stoutly resisting the new 
force represented by the organising financial middleman, who 
had already, in a few cases (Samuel Touchet, for instance), 
achieved a surprisingly good imitation of the modern magnate. 
It ends rather as an age of variety, a variety so great that it 
is impossible to define it in terms of industrial ‘‘ systems.”’ 
The financial contact between London and the North in the 
early eighteenth century is shown to have been already well 
developed. Some of us might not have expected to find a section 
entitled ‘‘ Lancashire and the South Sea Bubble.’’ It would 
be wrong, however, to assume that the old controversy is settled, 
and that the name “‘ Industrial Revolution ’’ must be dropped. 
The validity of that title does not depend on the absence of 
preparation, but on a qualitative difference between, roughly, 
the first three-quarters of the eighteenth century and the last, 
and since this book ends at 1780, it does not allow us to make 
the necessary comparison under the guidance of the same 
experts. T. H. MARSHALL. 


Annual Digest of Public International Law Cases—Years 1927- 
1928. By McNair and LauTERPACHT. London: Longmans. 
193 Toe Ppl 502.425, 

This second volume of the Annual Digest, covering the years 
1927-8, exceeds even the expectations raised by the first 
volume. ‘The editors acknowledge that they have profited by 
criticisms of the first volume, which appeared in 1929 and 
covered the years 1925 and 1926. Nothing could be more 
appropriate than to have these volunies appear in the already 
notable series of ‘‘ Contributions to International Law and 
Diplomacy.’’ 

What may be called the comparative law method in the study 
of international law is gaining ground to the enrichment of 
the science. One of the editors of the Annual Digest, Dr. 
Lauterpacht, made a striking contribution to this approach 
when he wrote his Private Law Sources and Analogies of Inter- 
national Law, which appeared in 1927. It is not necessary to 
maintain the usual Anglo-American thesis that international 
law is part of the law of the land, to realise that decisions 
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of national courts are constantly supplying raw materials to 
the construction of a modern corpus juris gentiwm. ‘The two 
hundred-odd decisions of national courts in more than thirty 
different states digested in the volume here under review is 
sufficient proof. ‘That the same volume contains more than 
150 decisions of international tribunals is also a gratifying 
indication of the vitality of the international law system. One 
cannot escape the fact that national courts are constantly deciding 
cases on the basis of their understanding of rules of inter- 
national law. ‘The Lotus case before the Permanent Court 
of International Justice (Annual Digest, 1927-1928, Case 
No. 98) has recently illustrated the reliance which states in 
international controversies place upon national court decisions 
in endeavouring to establish rules of international law ; in this, 
of course, they follow Article 38 of the Court’s Statute. 

The Annual Digest is one of the great current contributions 
tending to overcome one prevalent source of weakness in the 
science of international law. ‘TThe Lotus case may be referred 
to again as an instance in which one may confuse a difficulty 
of proof with an absence of legal rules. It is a courageous 
writer on international law who will venture to assert that there 
is little or no evidence of numerous alleged rules of inter- 
national law; it is the necessary part of frankness to admit 
that the evidence is-not available. Anglo-American international 
lawyers are accustomed to assert that international law consists 
of generally accepted rules, but as evidence of ‘“‘ general 
acceptance’’ they must perforce rely mainly on the readily avail- 
able English and American precedents. Comparatively scarce 
are the decisions of English and American courts in which 
one finds any pretence of a world-wide survey of precedents ; 
the briefs of counsel rarely advise the courts of the views of 
continental European, Asiatic and Latin American jurisdictions. 

Already the effect of compilations on particular topics and 
of the Annual Digest is making its impression. ‘The Fontes 
Juris Gentium currently appearing under the general editorship 
of Dr. Viktor Bruns is another important contribution to the 
same field—by no means a rival, but a welcome companion. 
The reviewer believes that in retrospect the Annual Digest 
will be acknowledged to have rendered signal service in 
universalising international law ; in breaking down the artificial 
notions of Anglo-American international law, of French, of 
German, of Italian and of other “‘ national ’”’ international law. 

The editors properly caution the reader that these volumes 
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are digests and not case-books. They are not the sources, but 
the guides to sources. At the same time, so well have the 
editors and their contributors in many countries performed 
their tasks, that for many practical purposes the extracts suffice. 
Particularly valuable are the ample statements of fact. It may 
be hoped that there will be no diminution of quoted extracts 
from the courts’ opinions; the problem of selection is one of 
great difficulty and the existing results admirable. The subject 
divisions and subdivisions, the index, the bold-face type for 
descriptive head-notes, combine to make the volume a most 
handy tool for the student, the practitioner and the judge. The 
occasional notes appended to some of the digests by the 
contributors or by the editors are valuable and might well be 
slightly increased in number and expanded in content while 
still confined to the basic purpose of the Digest, which is the 
presentation of comparative jurisprudence on rules of inter- 
national law. Footnote references giving statutes or other data 
referred to in the text (e.g. Cases No. 99, 103 and 241) are 
of particular value. 

The student of American law has at his disposal an elaborate 
system of publications by means of which he can acquaint 
himself in a relatively brief time with the latest decisions in 
a given field by the federal courts and by the courts of forty- 
eight states. For the international lawyer there opens a field 
much vaster. The editors of the Annual Digest have made a 
beginning at making this great mass of data available. Their 
preface reports the current preparation of two more volumes, 
to appear later in 1932 or early in 1933. In these volumes the 
editors will look backward and fill the existing gap for the 
six years 1919 to 1924 inclusive. It is earnestly to be hoped 
that there will be no cessation of the current volumes from 
1929 onward, and that eventually the appearance of this Digest 
will be an annual event to which international lawyers will 
look forward eagerly, and to which they will turn back 


constantly. Puiiie C. JESSUP. 
Columbia University, New York City. 


England in the Age of the American Revolution. Vol. I. By 
L. B. Namter. Macmillan & Co. 1930. Pp. 518. ass. 


The first instalment of Mr. Namier’s study of eighteenth- 
century politics created a sensation. It fascinated the general 
reader by its spice of scandal, and it aroused admiration and 
despair in professional historians. There might be two opinions 
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as to the value of such intimate studies or the validity of some 
general judgment stated or implied in the balance of the picture, 
but it was evident that a new standard of thoroughness in 
research had been set up, which made most previous attempts at 
narrative history look like a series of impudent guesses. In the 
first volume of the second instalment the author pursues his 
relentless way, but with certain notable differences. 

The earlier work was constructed as a detailed, and often 
statistical, analysis of the political system viewed at a set point. 
There was little generalisation of an interpretative character 
and little narrative in chronological form. The volume before us 
is made up of a combination of these two methods. It begins 
with a brilliant sketch of the essential characteristics of English 
political society in the eighteenth century, in which Mr. Namier 
shows that he is just as capable of summarising the whole 
history of Parliament in half a dozen pages as of filling two or 
three volumes with the events of a couple of years. He then 
passes to more particular interpretation, first of the constitu- 
tional position under George II, and then of the characters of 
George III and Newcastle. It is probably no exaggeration to say 
that Mr. Namier knows these two men better than any contem- 
porary outside their immediate circle, and he makes admirable 
use of his knowledge. It is in accord with his philosophy of 
history that, as they come to life under his touch, they appear 
manifestly incapable of filling the réle of prime causes in the 
drama of history. The constitutional analysis serves, in the 
main, to confirm and illustrate familiar points. We see Hard- 
wicke refusing to join ‘‘ a formed general opposition ’’? when out 
of office, which reminds us that the conception of a “‘ Court ”’ 
Party was not yet dead, and that it was normal for the Opposi- 
tion to group itself round the Prince of Wales, looking for a 
rise to power to come, not from a change in Parliament, but from 
a change in the occupant of the throne. We are reminded how 
novel and how unsound appeared to many the claim of the parlia- 
ment of Westminster to rule the Colonies. As Franklin said, 
“the King, and not the King, Lords and Commons collectively, 
is their sovereign.’”? "The view might be good in law, but it 
exalted the royal power too much to suit politicians at home, 
and so the Empire was drawn willy-nilly into the vortex of 
England’s domestic conflicts. The interpretation of the crisis 
of February 1745-6 is more open to challenge. ‘The Ministry 
resigned en bloc, and was reinstated in two days. Mr. Namier 
denies that this marks a step towards the curtailment of the 
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royal power by Parliament, on the grounds that it was a conflict 
between Ministers and King in which the wishes of Parliament 
carried no weight. It was tacitly admitted, he suggests, that 
the King was Prime Minister in his own Government, and the 
point insisted on was merely that the Prime Minister must co- 
operate fully with his colleagues. But the assertion of collective 
responsibility was a real blow at royal power, which has always 
thriven on the doctrine that each Minister is individually respon- 
sible to his master the King, and a necessary step towards Parlia- 
mentary control, which cannot be exercised effectively over 
individuals, but only over a united Cabinet. Ministerial govern- 
ment was a half-way-house between autocratic and Parliamentary 
government, just as aristocracy was a half-way-house between 
monarchy and democracy. 

The remainder of the book is in part a narrative of the events 
of 1760-2, and in part an analysis of the Parliament of 1761. 
It leaves an impression of aimlessness, inevitable, perhaps, in 
an unfinished work. ‘The volume ends abruptly, and for no 
other reason, apparently, save that the author had something 
better to do. A quotation from one of Newcastle’s letters is fol- 
lowed by the sentence: ‘‘ My next book, if ever written, will 
be on The Rise of Party.’’ This is doubly tantalising. It reads 
almost as a threat of silence, while at the same time leaving 
us to wonder how a book with such a title could fit so closely to 
Volume I as to produce a harmony of purpose and design. 

T. H. MarsHALy. 


Parliament and the British Empire. By R. L. ScHUYLER. 
Columbia University Press. Pp. vit+279. 18s. 6d. 

The five essays in this book all deal with controversies 
relating to the jurisdiction of the imperial Parliament over the 
dominions. The first examines the thesis of Professor McIlwain 
that the imperial supremacy of the British Parliament originated 
in the usurpation of the Commonwealth Parliament. Professor 
Schuyler shows that Parliament had legislated for the dominions 
long before the founding of the English colonies in the New- 
World. The jurisdiction of the English Parliament had never 
been confined to the realm of England. There never was a 
usurpation. But the colonies looking for a legal ground 
respectable with age for their new ideas of justice and 
expediency denied that they were subject to the jurisdiction of 
Parliament while admitting they were subject to the King in 
Council. The argument was fallacious. The authority of both 
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King in Council and King in Parliament went back to a 
period when the King in his council and the King in Parliament 
were not clearly distinguished. Professor Schuyler’s argument 
is interesting as illustrating the essential weakness of discussing 
political principles in terms of legal precedents. The whole 
doctrine of precedents except as an administrative device of the 
courts is an absurdity. If right is grounded in precedents 
how can new rights arise? What is now established, wrote 
Bentham, once was innovation. ‘There must be somewhere a 
surreptitious change. The real innovation in this case was 
in the differentiation of the King in council and Parliament. 
That had its roots in social and administrative expediency. 
Any legal theory which discussed the problem in terms of the 
precedents of the powers exercised by two bodies now distinct 
without recognising that they were once fused would of course 
make nonsense of the problem. 

The second essay is a critical analysis of the bad history 
in a good cause of certain Irish patriots who tried to show that 
the Parliament of England had usurped the right to legislate 
for Ireland. The unknown author of a Declaration setting forth 
how and by what means the laws and statutes of England from 
time to time came to be in force in Ireland, and the William 
Molyneux who plagiarised his arguments at the Revolution 
of 1688 in the vain hope of saving the Irish woollen industry 
from destruction by the English Parliament are stripped by 
Professor Schuyler of their rags of historical scholarship and 
revealed as the bare reformers they were. Professor Schuyler 
seems to think that reformers should rest their case on justice and 
expediency alone, and not falsify history to make a good case look 
old. ‘This is an anachronistic criticism of publicists in a period 
when age if it could be established was nine-tenths of the good. 

In the third essay the Barbados are shown in 1651 to have 
raised the same arguments against the Commonwealth Parlia- 
ment as the thirteen colonies in 1774 used against George III. 
In the fourth the West Indies are shown to have resurrected the 
doctrine of a fundamental law in the hope of limiting anti- 
slavery legislation of the nineteenth-century reformed Parlia- 
ment. In the fifth the same cold and precise statement of docu- 
mented fact which in the first four destroys so much legal 
mythology of the seventeenth and eighteenth centuries is used 
to destroy present-day mythology as to the origin and develop- 
ment of the twentieth-century Commonwealth of Nations. 

K. B. SMELLIE. 
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Economic Geography of Europe. By W. O. BLANCHARD and 
S.S. ViscHER. McGraw-Hill Publishing Co. Ltd. 493 pp. 
17s. 6d. 


It needs considerable courage to attempt a comprehensive 
economic geography of Europe, and honour is due to the authors 
of this volume for having mustered the necessary courage, as 
well as congratulations on having gone a considerable way along 
the road to success. 

The constriction and convergence of the great structural fea- 
tures of Eurasia in the tapering peninsula of Western Europe 
have resulted in a complexity of relief and climate and a conse- 
quent variety in products and types of settlement which are 
baffling enough to the student, quite apart from the confusion of 
race and language, religion, culture and nationality, which has 
been fostered by these varied geographical conditions. To add 
to the difficulty of geographers, there are over thirty sets of 
official statistics to be consulted in some fifteen different 
languages, even if all the Slav languages are counted as one, 
as compared with two sets of statistics and a common language 
in North America. 

Nevertheless, while making all allowances for the difficulties of 
the task that the authors have set themselves, we feel that they 
should have made a more serious study of the physical back- 
ground of the economic distributions that they discuss; for 
ignorance of environmental conditions has in several instances 
led to a misinterpretation of facts and in others to a misleading 
presentation of them. One wonders what impression is conveyed 
to the American student by the statement that the Rift Valley of 
the Rhine “continues north-eastward into Central Germany 
where it is obscured by the Harz, the Thiiringer Wald, and by a 
number of volcanic hills’? (p. 240), or (p. 18) by the utilisation 
of the annual rainfall figures for London, Paris and Berlin in 
contrast with those of Lisbon and Réme to show that warm air 
precipitates more rain than cold air when forced to rise, ignoring 
the effect of relief in relation to prevailing winds and of 
proximity to the sea. Supposing Bergen, Brest or Fort William 
had been chosen, what then? 

One cannot help suspecting that a number of the mistakes 
are due to a failure to consult large-scale maps. Lobeck’s inte- 
resting and ingenious map, supplied in a pocket of the book, is 
neither clear enough nor accurate enough as a guide for detailed 
distributions. Consultation of an adequate relief map should 
have prevented the authors from placing the most important 
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wine district of France in the Central Massif, for example, in 
spite of a mistake in the French official statistics (pe i122): 

Despite the serious criticism one feels bound to make of a lack 
of fundamental knowledge of the physical geography of Europe, 
and of a certain rashness in deduction, one feels that the book 
has real merit. ‘There is generally a sound sense of proportion 
shown in the selection of economic material and a grasp of 
important relationships. One feels that the writers are accus- 
tomed to the handling and selection of economic data and know 
what to look for. It is very sound and very instructive, for 
instance, to discuss the Franco-Belgian and Lower Rhine coal- 
fields in relation to the ironfields of Lorraine, although, perhaps, 
a little misleading to omit discussion of the modern development 
pf the iron and steel industry in France and to consider the 
Lorraine iron ores only in the chapter on Germany, and then 
only in relation to the Westphalian coalfield. 

The book contains a large number of good maps, diagrams and 
photographs, culled from various sources. There is a useful list 
of references at the end of each chapter and some valuable com- 
parative tables in the appendix. ,HILDA ORMSBY. 


Market Research. By Pau, REDMAYNE, M.A., and HucH 
Weeks, M.A. London: Butterworth and Co. (Publishers) 
bia. VIg3Ie Pp. 212... 7s Ode net. 


In this readable and well-written volume, the first authori- 
tive British handbook on the subject, Messrs. Redmayne and 
Weeks present a clear, balanced and sane account of the 
methods and possibilities of market research as an aid to 
marketing. 

‘The thesis of Market Research is that the swift and accelera- 
ting changes which post-war forces have introduced into our 
distributive system make it more important than ever for 
manufacturers to base their marketing policy on a full know- 
ledge and careful analysis of the facts relating to their product 
and its market. This attitude, though the most obvious 
common sense, is by no means universal. Its spread throughout 
industry will be helped by Messrs. Redmayne and Weeks’s 
description of methods which experience has shown to be most 
useful in practice. These methods comprise, first, thorough 
analysis of the manufacturer’s own sales figures in the light of all 
relevant statistical material, internal and external ; and secondly, 
field investigation designed to collect facts bearing on specific 
questions which cannot be answered otherwise. 


I 


266 ECONOMICA [ MAY 


From the standpoint of the academic student of marketing, 
Market Research contains, it is true, few new facts and no 
unfamiliar technique. But the book is not primarily intended 
for the academic student. It has been written essentially for 
the young worker in the modern advertising agency who wants 
to study for the professional examinations which the Advertis- 
ing Association has recently organised, and for the manufac- 
turer and advertising agent who are considering how market 
research may be applied to their problems. For these purposes 
the book is admirable; while the foreword by Major Harrison, 
the eminent Managing Director of the London Press Betws 
may be profitably read by all persons whose work or interest 
touches upon the tangled but vital modern problems of the 
distribution of services and goods. 

JuLEsS MENKEN. 
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School Notes 


Mr. Justice Wright, a former lecturer at the School, has been 
appointed by His Majesty the King a Lord of Appeal in ordinary 
and dignified with a Barony for life with the title of Baron Wright 
of Durley. 

With deep regret the deaths of Professor L. R. Dicksee and Dr. 
Marion Phillips are reported. 


Staff. 


Professor C. K. Webster has been appointed to the Stevenson Chair 
of International History as from August 1st, 1932. 

Mr. S. H. Bailey and Mr. W. G. East have been recognised as 
Teachers of the University, 

Mr. J. W. F. Rowe and the Hon. F. A. Pakenham are resigning, 
the former to take up work in the University of Cambridge. 

The Hutchinson Silver Medal, given annually for excellence of 
work done in research by a student registered at the School for 
a Higher Degree, has been awarded for 1930-31 to Mr. Brinley Thomas 
Ph.D., for his Studies in Labour Supply and Labour Costs. : 
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The Liquidity of Short-Term Capital’ 


By Fritz MAcHLvp. 
(Vienna.) 


I 


THE object of this paper is to discuss the question, Can short- 
term capital remain liquid? The bottom of a great depression 
is, I feel, a particularly suitable time to investigate this question 
and to criticise accepted doctrine. In times of prosperity, prac- 
tical business men would scoff at the thesis, which I wish to 
put before you, that short-term capital is never really liquid; 
but in times of depression the majority of savers and owners 
of capital, and also the majority of bankers, are inclined to admit 
that there may be “‘ something in it.” 

In a depression, savers discover from bitter experience that 
their short-term loans are no longer liquid but frozen for at 
any rate the immediate future, and they therefore become too 
nervous to invest fresh savings in productive processes, and 
what Mr. Keynes calls ‘‘ bearishness ’’ is increased; that is, 
there is a growing tendency to hoard money or to deposit it with 
the banks for a short time. 

Such a decrease in the supply of capital as is caused by these 
tendencies has greatly increased the immediate difficulties of 
the present economic position, and the general scramble to 
liquidate credits and investments has led to the actual financial 
and monetary crisis from which we are suffering. It is the 
object of this paper to deny every existing theory of liquidity ; 
but since, as is well known, economic theory has little effect 
on economic actions, I need not be afraid that this denial will 
strengthen the general liquidation mania ! 

Before expounding a general thesis, I must make clear certain 
points of terminology. By liquid, I do not mean the same thing 
as Mr. Keynes, who is inclined to consider all goods in process 
as well as finished goods—whether consumption goods or 
producers’ goods—as liquid, whether they can be sold or not. 

* A paper read before the London Economic Club, July 17th, 1932. 
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Indeed, Mr. Keynes has defined as liquid capital just that which, 
according to a German-Hungarian critic,’ is the least liquid 
part of working capital ; that is, surplus stocks or excess stocks. 
Now, according to the most important business usage, “liquid ”’ 
means “ immediately convertible into money.’’ Mr. Keynes’ 
usage, therefore, would appear to conflict with the maxim that 
it is undesirable to use terms in a sense different from the sense 
in which they are used in everyday life. 

But the business usage is by no means free from ambiguity. 
For there are, in everyday life, many forms of capital which 
are liquid—in this sense—at one time and not at another. This 
would appear to be a contradiction in terms. ‘We must, there- 
fore, examine at some length this concept of private liquidity. 

It is easy to see that the same reasons which make it 
impossible to regard fixed capital—buildings, machines and so 
on—as being liquid, are applicable to the whole problem: the 
owner of a machine can liquidate this capital only when another 
investor invests the same amount. ‘The liquidity of the first 
involves the illiquidity of the second. Individual liquidity 1s, 
therefore, not the same as the liquidity of the whole system. 

This is valid not only for fixed capital but also for working 
capital. From the point of view of the machine maker, the 
machine is obviously part of his working capital, but to the buyer 
it is part of fixed capital. The total liquidity of capital is inde- 
pendent of the ownership of investment goods, since the capital 
of one man can never be regarded as liquid if it is so only when 
another man is investing and thus tying up a corresponding 
amount. Goods are liquid in this sense only when they can 
be transferred to actual and immediate consumption. ‘This 
means that they must be not only ready for consumption but 
also saleable. 


Il 

There is only one use for capital; that is, to produce. This 
concept of ‘‘ production ’’ embraces all processes which are 
necessary for the completion of goods and making them ready 
for immediate consumption ; this naturally includes the necessary 
transport through time and space; that is, all transactions of 
commerce and speculation. 

Short-term capital means that the command over purchasing 
power can be used for production in the above sense only for 


1 Julius Neubauer, in Schmollers Jahrbuch, 1932. 
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a short time. This implies that the journey from money 
through production and back again to money must be very 
short and quick. At present, we are not concerned with whether 
this short-term capital is due to temporary saving or a temporary 
additional bank credit. 

Discussions of the question of how short-term capital can 
be invested so that it is reconvertible into money after a short 
period, are already very old, and most theorists and practical 
men cling to the concept of circulating capital as consisting 
of goods in process and raw materials. 

But this concept of the liquidity of all materials contains 
a paradox in that many of these raw materials are destined 
to be transformed into fixed production goods. For example, 
iron and coal—which are at first said to be liquid—may, after 
passing through the various stages of production, become fixed 
capital in the form of machines. The ability of a producer in 
a higher’stage to set free his working capital depends, therefore, 
on the willingness and ability of an entrepreneur to invest 
capital for many years. There is obviously no sense in speaking 
of the liquidity of the working capital from the point of view 
of the whole system in such a case. 

But even the limitation of the characteristic of liquidity to 
capital invested in goods which go directly through the whole 
productive process without becoming fixed, is not justifiable. 
Even if the invested money returns after every period of produc- 
tion to the individual entrepreneur, this is not the same as 
saying how long the total period of circulation of capital is— 
the period needed for the whole course through the stages of 
production to the final marketable consumption goods. 

If we attempt still further to limit the applicability of the 
the term ‘‘liquidity’’ to the use of capital in the stages imme- 
diately before the final stage of production of consumption 
goods, then we must make still further qualifications. Expan- 
sion of production in the lowest stages may involve expansion 
in the higher stages, and this process may not, in a complicated 
productive system, be finished in time. But since short-term 
capital can be used only in the shortest possible productions, 
investment in consumption industries is suitable only in so 
far as this does not increase the demand for the products of 
the higher stages. 

If we are convinced, by these considerations, that most kinds 
of investment are not possible without long-term capital but 
that we have found one kind of occupation suitable to the invest- 
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ment of short-term capital, we shall be disappointed by the 
conclusion that working capital is not really liquid even in this 
case—save at the expense of reducing the volume of production. 
For, if we want to maintain the volume of production and 
output, we cannot liquidate any part of the working capital. 
I hope it is clear by now that the entrepreneur must reinvest 
that money which he receives from the sale of his output if 
he wishes to repeat the same process of production. 

Since working capital, according to my definition, is that 
part of invested capital which may be set free by the stoppage 
of production, it cannot easily be distinguished from fixed 
capital, in so far as the maintenance of a given volume of 
production is assumed. When working capital circulates, it 
is liquid not for repayment, but only for reinvestment. Thus 
the final liquidation of working capital is possible only at the 
expense of diminishing or stopping the work of production. 

Let us, at this point, restate the cases in which short-term 
capital can neither remain liquid nor become liquid after a short 
period. These are when it is invested either : 


(x) in fixed capital ; 

(2) in working capital which is destined to become fixed 
capital ; 

(3) in working capital which is destined to go through a long 
process of production ; 

(4) in working capital in a lower stage of production when 
this involves an increase in production in the higher 
stages ; 

(5) in working capital in industries in which the output 
needs to be perpetually maintained. 


On the other hand, it seems that we have discovered so far 
that investment of short-term capital in such a way that it can 
quickly be liquidated, is possible only when it is used for such 
temporarily increased production of consumers’ goods as does 
not increase the demand for the products of the higher stages— 
especially of fixed capital. There is a general belief in the 
existence of such “ self-liquidating ’’ investments. Let me 
illustrate this kind of investment by means of an example taken 
from Professor Polak’s Grundziige der Finanzierung mit Riick- 
sicht auf die Kreditdauer.’ 


“The current supply of clothes requires that there exists 


? Berlin-Vienna. 1926. P. 155. 
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at any moment a stock of raw cotton in the hands of traders, 
a stock of cotton, raw and in process, and of yarn in the 
spinning mills, a stock of yarn, semi-manufactured materials 
and of cloth in the weaving factories, and a stock of cloth 
in the hands of retailers. Capital is invested by the traders 
in the stock of raw cotton. This capital has been advanced 
at short-term by a bank which obtained it from the depositors. 
Now when the depositors withdraw their money in order to 
buy cloth, the retailer finds his stock decreasing and orders 
new cloth from the weavers. The latter order new yarn from 
the spinners and the spinners have to replenish their stocks 
of raw cotton. In this way, the demand exercised by the 
former savers causes the decrease of the traders’ stocks of 
raw cotton, in which their capital has been invested.’’ 


Our problem is to discover the degree of probability of the 
existence of such forms of investment for increased short-term 
capital. To cautious bankers, who—in England, if not in 
Central Europe—are supposed only to make advances to finance 
the sale of goods, this inquiry must seem idle. They would 
say: “‘ It is quite ridiculous of Mr. Machlup to try to discover 
theoretically whether our advances are used for self-liquidating 
investments. We only make advances for such purposes.’’ Let 
me first defend myself against such objections. 

Perhaps you know the saying: ‘‘ You may think that you 
give a man bread and housing, but in fact you make his money 
available to buy beer.’? You may change it to: ‘“‘ You think 
you give the borrower an advance against saleable goods, but 
in fact you make it possible for him to buy new machines.” 
The entrepreneur who receives fresh advances for working 
capital, in fact has part of his own working capital set free— 
which was previously needed for circulating capital; so that 
he can now invest his own funds in fixed capital. Thus, the 
actual concrete and visible use of a fresh credit does not 
correspond to the intended use. 

A banker once told me that he could avoid such things by 
refusing credit to any entrepreneur who wished to invest in 
fixed capital; he could refuse even the harmless documentary 
credit. Apart from the fact that I do not believe that bankers 
behave in such a way, this would not alter the problem in the 
economic system as a whole, for the new investment which is 
made possible by the fresh short-term capital may not be in 
the borrower’s own business. The new credit may possibly set 
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free old credits which are now repaid and thus free for invest- 
ment in other places; it may place the entrepreneur in such 
a position that he needs less credit from his suppliers and will, 
by that means, make the latter able to invest themselves or to 
extend credits to their other customers who can, in turn, invest ; 
or it may, finally, make it possible for our entrepreneur to give 
more credits to his own customers, and thus enable investments 
in their business or in that of their business friends to take 
place. 

So, you see, in practice one can never tell who is going to 
use the credit, and for what purpose it will be used. But in 
theory one can tell much more and one can also see deeper. 
One can inquire into the different possibilities and can under- 
stand which kinds of investment are probable and which not: 
let us try to make this inquiry. 


Il 


We must assume that the new short-term credit is used for 
a purpose which was not realised before. This is quite obvious, 
since every additional supply of capital disposition means that 
the total demand for capital can be satisfied to a greater extent 
than before and, therefore, that the ‘‘ unsatisfied fringe ’”’ of 
borrowers, who until now were excluded by competition from 
obtaining a share of the supply of capital, will now obtain some. 
We must, therefore, examine the needs of these new marginal 
borrowers. 

The question turns on the distinction between the class of 
borrowers who were previously satisfied and the class who were 
previously excluded from the market, and what are the needs 
which can now be satisfied. 

A simple logical consideration, which has been adduced by 
Professor Strigl, concludes as follows: The fresh borrowers 
employ the fresh capital—either for @ new enterprise or for 
the expansion of an already existing one—by demanding means 
of production, partly original factors of production, partly inter- 
mediate goods. This increased demand will raise the price of 
production goods. Therefore the borrowers who are in the best 
position to compete are those who are less affected by the 
increased cost of intermediate goods than by the lowering of 
the rate of interest. This is not the case with investment in 
raw materials and goods in process, but it is the case with invest- 
ments in fixed capital since in calculating the prospects of such 
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investments the interest rate is of much greater importance than 
the price of the goods used. 

Which competitors for capital were certainly satisfied before 
this? That class of entrepreneur, in whose calculation of 
prospective yields the factor of interest has no great weight; 
that is, those who used little fixed capital or who did not 
produce durable goods. If, up till now, the price of capital 
disposition, i.e. the rate of interest, has excluded some uses 
of capital, then we may be sure that they were uses for which 
the rate of interest was an important factor; that is, the employ- 
ment of fixed capital. 

In my last book,* I drew a further conclusion which comes 
to the same thing but which was criticised by Dr. Haberler— 
to whom I will refer later on. I argued as follows : The question 
is whether it is possible to expand the production of goods in 
process and of finished consumers’ goods, without any increase 
of fixed capital. That would be technically possible by using 
the capacity of the existing plant more fully. But can this also 
be possible in the economic sense ; that is, can that be profitable? 
I maintained that, since such increase in production would cause 
a decrease in overhead charges, due to the more complete use 
of fixed capital, the fact that the increase did not take place 
before is not to be explained by lack of capital but only by 
other factors—such as the steep rise in the prime cost curve. 
Cheaper credit can, therefore, never involve the increase of 
such a production. 

I concluded, therefore, that the investment of fresh capital 
for an increase of production and output which might be 
technically possible without expanding fixed capital, is 
economically impossible. But we have already decided, as a 
result of our earlier discussion, that the only suitable use for 
short-term capital would be for a temporarily increased produc- 
tion of consumption goods, which do not need any production 
in the higher stages. Now we have seen further that a larger 
supply of capital will never lead to such investments. We must 
conclude, therefore, that the short-term use of capital is 
theoretically impossible. 

But we must not push our conclusions too far, or our thesis 
will seem very improbable to people who know from statistics 
that large new investments in so-called working capital are 
continually taking place. There is no contradiction between 
this fact and our own theory, for alterations in the number and 


3 Bérsenkredit, Industriekredit und Kapitalbildung. Vienna. 1931. 
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age-distribution of the population, alterations in technical 
knowledge, in taste, in seasonal or trend movements of the 
whole system must ites the volume of the demand for goods 
in process and for finished goods. Besides these factors, an 
increased investment in such goods must always be the conse- 
quence of increased investments in fixed capital, partly because 
the production of the new durable goods needs an increased 
working capital to be transformed into plant, and partly because 
the new fixed capital goods demand working capital as comple- 
mentary goods. 

Nobody, I think, will regard these factors as contradicting 
my thesis since, in the last case, everybody will understand 
that the increased working capital is even less an investment 
which can be easily liquidated, and in the other cases the 
increased demand for working capital is due to structural altera- 
tions in the system and, therefore, equivalent to a demand for 
perpetual use and not for temporary use. But only a temporary 
use would make a quick liquidation possible. There remains 
only seasonal variations in the demand for capital. This is a 
special problem about which I made some suggestions in my 
book. At this point I will only state my opinion that seasonal 
fluctuations in stocks do not correspond to seasonal fluctuations 
in the true demand for capital. 


IV 


The objections made by Dr. Haberler to my thesis that the 
form of the cost curve would not permit an increased investment 
in working capital without increased investments in fixed 
capital, are to a certain extent justified. Dr. Haberler argues that 
the assumption of decreasing overhead costs is undoubtedly 
correct but irrelevant to the actual problem. The certainty 
that total marginal costs will increase was a reason for not 
investing more working capital béfore. But if the rate of 
interest is reduced, the total cost curve falls and some further 
doses of working capital can be invested, the return on which 
will, indeed, be lower than the former rate of interest, but will 
equal the new, lowered, rate. Thus, if we do not assume a 
discontinuous cost curve, the increased supply of capital disposi- 
tion must also cause an iicreased investment in working capital 
in the said industries. 

It may be useful to illustrate the change in the costs of 
production by means of some concrete examples. 
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Let C be the unit costs of production. 
F the fixed overhead costs. 
P the prime costs (for wages and materials). 
I the interest paid on the current working capital. 
O the volume of output per year. 


The costs of production are then: 


pea! 


O 


Now, let us substitute reasonable figures. Let us assume that 
the turnover of working capital is every four months—or three 
times a year—and that the rate of interest is 5 per cent. 


00,000 
100,000 + 900,000 + fee X 0°05) 
C= 
100,000 
100,000 + 900,000 X I5,000 
C= d 9 ’ 55 = 10°15 


100,000 


If you remember that the marginal unit cost of production must 
increase with an increased volume of output, you will see that 
the decreasing rate of overhead costs must be over-compensated 
by increasing prime costs. With the increase of O from 100,000 
to I10,000 pieces, P would, e.g., increase to 1,002,000. 

Next, let us see the effect of a fall in the rate of interest from 
5 per cent. to 4 per cent. Will the increase of output be 
attractive now? We will calculate the costs at an output of 
II0,000 pieces : 


rage SENOS TAGE 7 O92 000 
100,000 + 1,002,000 + (~~ x 004) 
3 


C= 


II0,000 
100,000 + 1,002,000 + 13,360 
e 110,000 


I,I115,360 
Veto far: fe cw re II0,000 


=  I10°I4 


The whole diminution of unit costs is, therefore, from 10°15 
to 10°14 or o'r per cent., while the interest rate has fallen 
by 20 per cent. 
The relatively small effect of the change in the costs of credit, 
invested in working capital, on the total cost of production is 
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easily comprehended if you understand that we have there a 
fraction of a fraction of a fraction. "The volume of working 
capital is only a ratio of the total annual prime costs, a ratio 
which depends on the rate of turnover; naturally, the interest 
on the working capital is only a percentage of that; and finally 
a decrease in the rate of interest is only a fraction of the latter. 
In our example, the rate of interest which was decreased by 
20 per cent. involved a decrease in total costs of o*I per cent. 
An increase in the prime costs—in the cost of production goods 
and of wages—of less than 1 per cent. would have more influence 
on total capital costs than an alteration of 20 per cent. in the 
cost of borrowed capital. And you will easily appreciate the 
fact that the increase in credits and therefore the increase in 
the demand for means of production, will cause this increase 
in the cost of the working capital-goods which must exceed the 
decrease in the cost of the working capital-disposition. 

Nevertheless, although we have found that we cannot alter 
the conclusions reached in my last book, I must concede to 
Dr. Haberler that the formulation of the one argument was not 
quite exact. The given formulation is suitable only for the 
case in which the Jower rate of interest would not affect the 
old capital and credit, and would only concern fresh capital. 
But, in the end, we can still conclude that, starting from an 
equilibrium state, there can be no economically justified invest- 
ment of capital disposition without increased fixed capital. 

Many of the errors and misunderstandings in the theory of 
interest and investment are caused by the habit of regarding 
the rate of interest as only a factor of costs and of inquiring, 
therefore, only into the changes in the cost curves of goods, 
which must take place in consequence of a change in the rate 
of interest. This one-sidedness is shown with special clearness 
in our problem. If you look only at the cost curves, you will 
be deceived because the importance of the change in the cost 
curve falls far short of the importance of changes in the demand 
curve, caused by the increased command of capital. In the 
first place, changes in the latter are shown most clearly in the 
prices of investment goods upon which the altered rate of interest 
acts to its full extent. While, in the former example, the 
diminution in the rate of interest by 20 per cent. decreases 
the supply price only by or per cent., the demand price of 
durable goods would rise by 20 per cent. 


“Cf. J. M. Keynes, Treatise on Money, Vol. Lp. 20x. 
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When we considered only the cost curves, we could ignore 
the difference in the extent of the influence of the larger supply 
of fresh capital-disposition on fixed capital goods on the one 
hand, and on finished consumers’ goods on the other. ‘This 
great difference is due to the demand curves which are shifted 
upwards for durable investment goods and downwards for con- 
sumers’ goods—in so far as the fresh capital is supplied by 
fresh savings. When the increased command of capital is due 
to additional bank credits, the demand curve for fixed invest- 
ments is equally shifted upwards, but it is only in a later and 
secondary phase of the business cycle—caused by these bank 
credits—that the demand curve for consumers’ goods is also 
shifted upwards. 

If we return again to the question of goods in process, we 
find that owing to the increased supply of fresh capital the 
demand for them by industries producing consumption goods 
will decrease, and only the demand by industries producing 
investment goods will increase. Jf, therefore, the demand for 
goods in process increases, this will only be in order that they 
may be transformed into fixed capital goods—a secondary effect 
of the increased demand for long-term investments. In no case 
is it possible for this increased working capital to become liquid 
within a short period.® 


V 


At this stage of my paper, it seems appropriate to note how 
far my conceptions differ from those of the modern theory of 
credit and capital. I will not speak about my theory of 
seasonal fluctuations in the demand for capital—which I have 
not discussed to-day—because at present this position—which 
is said by Professor Robbins in his very kind review of my 
book to be revolutionary—is still isolated. But my conception 
that all fresh capital is used for long-term investments would 
find some support in modern treatises. 

My esteemed friend, Professor Hayek, will probably agree with 
me. In his article against Messrs. Foster and Catchings, 


5 The addition of each new increment of capital will, of course, alter the 
conditions of equilibrium and will give rise to certain disturbances in the 
economic system as a whole; an attempt to withdraw this additional capital 
will have a similar effect. For technical reasons, however, while the structure 
of production may be modified with comparatively little friction when a 
change has to be made to more roundabout (i.e. to more capitalistic) methods, 
when the period of production has to be shortened as a result of liquidation 
of capital, much more friction is likely to be encountered. 
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published in 1929, he still deals with both types of investment 
of additional capital; that is, with investment in durable and 
in non-durable goods. He there states explicitly that by the 
command of new capital the factors of production could be 
transferred in ‘‘ kapitalintensive Betriebe ’’? without any incre- 
ment of the existing fixed capital.° In his new book on Prices 
and Production,’ he elucidates complex problems by schemes 
which involve far-reaching simplifications and he is forced by 
this reason to discuss only long and short processes and to 
disregard the problem of durable goods. But I am informed 
that his present work is concerned with. the theory of durable 
goods. 

To discover from Mr. Keynes’ long and complicated work 
what his exact meaning is, is not easy, but I believe that—on 
this point—I am in agreement with most parts of his Treatise. 
Thus he states that the increased investment in working capital 
will take place not in the primary but in the secondary phase 
of the credit cycle.* And he declares that “in equilibrium the 
whole of current savings, apart from the normal growth of 
working capital, is available for additions to fixed capital.’’® 

But you will find parts of the Treatise in which a different 
meaning is implied. ‘Thus he writes, ‘‘ The increased invest- 
ment may take the form of an increase of working capital, 
corresponding to an increased total output due to an additional 
production of consumption goods, being superimposed upon the 
existing output.”’*® Mr. Keynes considers this type of Com- 
modity Inflation as the most characteristic of a credit cycle. I 
admit that the credit cycle tends to end up with this type of 
inflation, which will bring about the collapse, but I cannot see 
how it can begin with this kind. Mr. Keynes assumes “ that 
the banks adopt a lending policy which allows the production 
of consumption goods to increase.’’’* But this is exactly the 
case which I have shown to be impossible. One could perhaps 
find out a system in which not the economic incentive—not 
the prospect of profit—but public enterprise would cause produc- 
tion to take place ; and public investments would start to increase 
such production. But this case is irrelevant at this point. 

But we have neglected Mr. Keynes’ conception of increased 
employment by increased bank credits. We must therefore ask, 
Can the increased volume of employment involve increased earn- 


* “ Gibt es einen Widersinn des Sparens?” Zeitschrift fiir Nationaléko- 
nomie, Band I, p. 415. Vienna. 1929. 

7 London. 1931. 8 Op. cit., Vol. II, p. 102. 9% Op. cit., Vol. II, p. x12. 

1° Op. cit., Vol. I, p. 281. (My italics.) tt Opwcit ema Glaal pesos. 
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ings of the factors of production? And can this increased 
income involve an increased demand for consumption goods? 
Can investment in increased production of consumption goods 
be possible after all? 

There is, I believe, a certain contradiction in Mr. Keynes’ 
theory of re-employment. He is convinced that the unemployed 
factors of production will return to work when their earnings 
do not any longer exceed their marginal productivity. He holds 
that instead of a reduction of nominal wages, the diminution 
of the real earnings by the higher prices of consumers’ goods, 
will have the same effect. In this connection, he makes some 
very interesting remarks upon “ the redistribution of consump- 
tion from the rest of the community to the newly employed.’’” 
“Full employment of the factors of production requires a 
redistribution, not a reduction of the aggregate of consump- 
tion.’’** But no word of an immediate increase in total con- 
sumption. Here Mr. Keynes is right, but it would seem obvious 
that the first conception, which dealt with the increased con- 
sumption, cannot be maintained. 

Here we have found again that there is no way leading to 
an investment in the production of consumption goods, and, 
therefore, no way leading to a short-term investment of short- 
term capital. 


VI 


My inquiry has, I think, exhausted all possibilities of short- 
term investment, besides exhausting your patience. In spite 
of sincere endeavours we have not been able to find out how to 
invest capital in such a way that it can be reliquidated after a 
short time. But how does this conclusion compare with the 
fact that, in normal times, savers have not found their short- 
time savings illiquid? 

The explanation is very simple. The short-term saving 1s 
liquid in so far as a new saver takes the place of the liquidating 
one. ‘The substitution of one saver or investor for another can 
be expected in normal times. There is a continuous prolonga- 
tion and turnover of the short-term loans and short-term invest- 
ments. The individual owners, creditors, and debtors change 
but the volume of the capital is not reduced. If it is attempted 
to liquidate more short-term capital than the amount of new 
capital which is replaced, the creditors discover that their 


12 Op. cit., Vol. II, pp. 124-5. 18 Op. cit., Vol. II, p. 126. 
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capital is not liquid, and can only be liquidated successively 
according to the further supply of new capital or according to 
the shrinkage of production. 

We therefore reach the conclusion that private short-term 
capital is, in the system as a whole, either—by a permanent 
succession of savers—long-term capital, or—without this suc- 
cession—not true capital at all. Which brings us back to a 
proposition of Carl Menger, the famous Austrian economist, 
published in 1871, which may therefore form my conclusion : 


*“ Quantities of goods which are at the disposal of economic 
individuals only for such a short period that any productive 
use is impossible, are therefore not true capital.’’ 


1932] 


Marginal Productivity and the 
Lausanne School 


By HENRY SCHULTZ 
(Professor of Economics in the University of Chicago) 


IN his paper, ‘“‘ Marginal Productivity and the Principle of 
Variation,’’* Mr. J. R. Hicks asserts that no one has elucidated 
precisely in what sense the marginal productivity theory is 
true, and undertakes, therefore, to supply the desired elucida- 
tion. He is particularly critical of Pareto’s contributions to 
the subject and presumably also of the arguments advanced 
in my study, ‘‘ Marginal Productivity and the General Pricing 
Process ’’* (in which I attempted, among other things, to throw 
light on a dispute between Pareto, Barone, Walras and Wick- 
steed), since he says that they ‘‘ are Pareto’s arguments 
advanced with scarcely any modification.’’ It seems, however, 
that I should have presented Pareto’s arguments in still greater 
detail, even to the extent of including a complete outline of 
his general theory of economic equilibrium, for then Hicks 
would have been compelled to set himself right on a serious 
elementary error of fact which invalidates much of his argument, 
and to add something to his knowledge of the subject in question 
which would have proved useful to him in the rest of his thesis. 


I 


Hicks’ fundamental error lies in his belief (which he shares 
with others) that in the Walras-Pareto equations of general 
economic equilibrium, the total supply of each factor is taken 
as given. ‘The error appears in two different places. On page 
82, he quotes Mr. Dennis H. Robertson to the effect that the 
Walras-Cassel method ‘‘ consists in building up a series of 
equations in which the total supply of each factor, and the 
technical combinations of factors required to make each product, 

BS “= 

a Bat Poneto, SXXVI, No. 5, October, 1929. 
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are taken as given.’’* Again, on page 84, he informs us that 
‘« it is the object of Walras’ and Pareto’s equations to determine 
that system of prices which can exist in an economic system 
(with given population, given tastes, given abilities, given 
knowledge and given stocks of capital and land), without any 
single individual, as consumer or labourer or capitalist or 
entrepreneur, having any incentive whatever to do anything 
else than go on doing what he has done in the past.’’ (Italics 
inserted.) 

These statements are quite misleading; if not utterly 
erroneous, as anyone can verify for himself by consulting the 
works of Walras, Pareto, and the other members of the 
Lausanne school. No member of that school assumed that the 
quantities of all the factors are fixed, nor is there anything in 
their mathematical approach which would prevent them from 
considering all of them as variable. 

In his Eléments d’économie politique pure, 4th edition, 
Walras discusses the variability of the factors of production 
and the principles according to which they are priced, in Section 
V entitled, ‘‘ Théorie de la capitalisation et du crédit,’’ to which 
he devotes fifty-six pages (pp. 239-294). Indeed, he considers 
the problem of the pricing of the variable factors of production 
—as distinct from the problem of the pricing of the uses of these 
factors—as the third great problem of mathematical economics, 
the first two being the theory of exchange and the theory of 
production, and the fourth being the theory of circulation and 
of money. In the introductory paragraphs to this section, he 
classifies the factors of production according as their total supply 
is fixed or variable, and considers the effect on the price of a 
(variable) capital good of charges for amortisation and insurance. 
He takes land proper and the personal faculties of man as 
given elements in the pricing problem’, not because it is mathe- 
matically difficult to treat them as variables, but because he 
believes that with few exceptions which can easily be allowed 
for, one gets closer to economic reality by considering them 
as such (see sections 236, 237). 


% An examination of Robertson’s essay on Wage Grumbles published in 
his Economic Fragments, from which this quotation is taken, fails to disclose 
any reference to Walras. He is discussing Cassel’s theory, not Walras’. 
There are important differences between Cassel’s system and Walras’ system, 
as will be pointed out later. Robertson’s argument contains an element of 
truth when it is directed against Cassel. Hicks, however, is unwittingly 
misrepresenting Robertson’s article when he writes that it is directed 
against the ‘‘ Walras-Cassel ”? method. 
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Of capital goods proper, whose supply can be varied at will, 
he says (section 238) : 


“ Les capitaux proprement dits sont des capitaux artificiels ; 
ce sont des produits; leur prix est soumis A la loi des frais 
de production. Si le prix de vente est supérieur au prix de 
revient, la quantité produite augmentera et le prix de vente 
baissera ; si le prix de vente est inférieur au prix de revient, 
la quantité produite diminuera et le prix de vente s’élévera.”’ 


He then translates this condition into a system of mathematical 
equations which he relates to the equations of capitalisation and 
to the equation which expresses the demand for and supply 
of savings as a function of the rate of interest and of all prices. 
These equations, together with all the other conditions of general 
equilibrium, determine the total quantity of capital that will 
be supplied. In another connection, he even draws the supply 
curve for capital as a function of the rate of interest. (See 
p. 480 and the related diagrams.) It is clear, then, that Walras 
does not consider the total supply of each factor as fixed, as 
Hicks claims. 

Similarly Pareto begins his discussion of capitalisation (Cours 
d’économie politique, section 105) with these words : 


*“De la méme maniére que de l’échange nous sommes 
remontés a4 la production (86), nous allons maintenant de 
la production passer a la capitalisation. Nous avons 
commencé 4 -étudier l’échange (58) en supposant que les 
échangeurs avaient certaines quantités de produits, sans 
rechercher d’ot ils leur venaient. Cette recherche, nous 
l’avons faite en traitant de la production, et nous avons alors 
supposé qu’il existait sur le marché certaines quantités de 
capitaux. Il faut maintenant voir comment ces quantités 
de capitaux existants sont déterminées.”” [The figures in 


parentheses refer to sections in the Cours. ] 


This theory he develops in the descriptive, mathematical, and 
statistical sections which follow this quotation. 

In his Manuel d’économie politique, Pareto subsumes the 
relative scarcity of the factors of production under the more 
general notion of ‘‘ obstacles.’’ (For references, see the index 
of the Manuel.) If a given quantity of a commodity must be 
divided among several individuals, the fact that this quantity 
is fixed constitutes an obstacle. If the commodity has to be 
produced, the fact that it cannot be obtained except by using 
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up other commodities is also an obstacle. Production consists 
of the transformation of certain goods and services into other 
goods and services. The transformation may be through space 
or through time (Chapter V, section 39). The transformations 
through time, Pareto argues, may be studied with or without 
the use of the notion of capital (Chapter V, section 43 et seq.). 
Equilibrium exists when there is a balance between the desires 
of the individuals on the one hand, and the obstacles (trans- 
formations) which must be overcome to satisfy them, on the 
other. Pareto deals with these transformations in such a way 
as to provide (theoretically) for any dependence of the quantity 
of the factor on its price. He discusses the production and the 
pticing of capital goods in Chapter V, section 88, Chapter VI, 
section 49, and he analyses the variability of the total supply 
of labour in Chapter VII, which is devoted to the subject of 
population. See especially section 57 of this chapter, which 
is entitled ‘‘ La production des capitaux personnels.”’ 

In his article on mathematical economics in the Encyclopédie 
des sciences mathématiques,* Pareto reverts to the problem of 
capitalisation, and indicates briefly how the problem can be 
handled mathematically. But he argues that the problem of 
capitalisation must not be looked : at only from the mathematical 
point of view. For, 


*“ Au point de vue strictement mathématique de la détermina- 
tion de l’équilibre, la capitalisation ne différe donc pas de 
la fabrication de choses quelconques. I] en est autrement 
au point de vue de l’économie appliquée, qui doit étudier 
longuement ce sujet extrémement touffu.”’ 


It is, therefore, quite erroneous to assert that in Pareto’s 
equations the total supply of each factor is taken as given. 

Cassel is the only economist of the general equilibrium school 
who in his mathematical equations—and only there—assumes 
the quantities of the factors to be fixed. There is, then, some 
element of truth in Robertson’s statement quoted above, for 
he refers to Cassel’s argument and not to Walras’, as Hicks 
would have us believe. But even Cassel makes this assumption 
only for convenience in the exposition of the mathematical part 
of his work (Chapter 4). His general position is stated very 
clearly at the end of that chapter. 


“Tn our analysis of the pricing process we have so far taken 
for granted the quantities of the available elementary means 


4 Tome I, Vol. IV, Fascicule 4 (1911) pp. 638-40. 
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of production—that is to say, we have assumed them to be 
determined by extrinsic circumstances, and therefore objective 
factors independent of the pricing process. This assumption 
is only justified in a first survey of the problem. As a matter 
of fact, it is, in any case, only approximate, and only realised 
within certain limits of the fluctuations of prices. The prices 
of the means of production have an actual influence upon the 
supply of them to the community. It may in normal condi- 
tions be latent, but in other circumstances it may be very 
active. On this point, therefore, the analysis must be carried 
further. 


To this work, a central task of theoretical economics, the 
next Book [Book 2] will be devoted.’’® 


In any event Hicks should not confuse Cassel’s system with 
that of Walras. There are important differences between the 
two systems. Cassel does not present in mathematical form 
a complete theory of economic equilibrium. More particularly, 
he does not introduce the equations of capitalisation and circula- 
tion which form an integral part of Walras’ system. Also, his 
description of the way in which the market solves the equations 
is different from the corresponding description of Walras. 
Furthermore, his system is overdetermined in the sense that 
it contains more independent equations than unknowns. But 
a development of these points is beyond the scope of this paper. 
Here I only wish to point out that Hicks is suffering under 
a serious misconception when he states that in the Walras- 
Pareto equation of general equilibrium, the total supply of 
each factor is given. It follows, therefore, that practically his 
entire argument on pages 82 to 84 is beside the point. 


II 


I now come to a consideration of Part II of Hicks’ paper, 
which he evidently considers his main contribution. Here I 
find it difficult to follow his argument because he does not 
define just what he means by marginal productivity, in spite 
of the fact that he is dealing with one of the most difficult and 
slippery parts in economics. All that he tells us is that: 

‘‘ The particular conditions which interest us at present are 
those which concern the entrepreneurs. Each entrepreneur 


5 Gustav Cassel, The Theory of Social Economy. New York. Harcourt, 
Brace & Company. 1924. pp. 154-5. 
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has a choice of different methods by which to make his 
product, each method using different quantities of the factors 
of production. In order to be in equilibrium, he must choose 
that method which makes his unit cost of production -a 
minimum. For if he does not do so, he can move to a 
preferred position by changing his methods, and so increasing 
his profits. 

Now if the Principle of Variation is accepted, this condition 
of minimum cost of production results in marginal produc- 
tivity. For if the price of any factor exceeds the value of 
its marginal product, unit costs of production can be decreased 
by using less of it; in the reverse case, unit costs of produc- 
tion can be decreased by using more ’’ (pp. 84-5). 


Are we to take this statement as equivalent to the three 
propositions which constitute Walras’ theory of I900?° to 
Walras’ later modification of it? to Clark’s theory? or to the 
proposition that (under certain conditions) marginal cost is 
equal to price? 

Assuming that the marginal productivity theory which Hicks 
has in mind is that enunciated in Walras’ three propositions, 
then Pareto’s criticism of it is that 


€ 


. . when some of the coefficients of production are constant, 
the consideration of marginal productivity cannot be applied 
without corrections. Concretely, if, for example, the quantity 
of iron ore must be proportional to the quantity of the metallic 
iron produced . . . , we cannot assume that by increasing a 
single one of the other factors of production the product will 
also be increased. For this effect to be realised the quantity 
of ore must necessarily increase also,’’’ 


Hicks accepts this argument. In his own words: 


““ Now so long as we fix our eyes on one entrepreneur only— 
and that is all, that, according to the strictness of the 
Lausanne method, we are allowed to do—the only possible 
change which that entrepreneur can make, is to buy more 


6 The three propositions are : 
1, Free Competition brings the cost of production down to a minimum; 
2. Under this régime, the rate of remuneration of each service is equal 
to the partial derivative of the production function, or to its marginal 
productivity ; 
3. The whole quantity of the manufactured product is distributed 
among the productive services, 


See my paper ‘‘ Marginal Productivity and the General Pricing Process.” 


These propositions are essentially a summary of equations 7 
[8] and [12] of that paper. ARLES Et 


7 Cours, section 717, quoted in H. Schultz, op. cit., p. 518. 
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or less of the particular kinds of plant, machines and raw 
materials, which are for sale on the market. He is definitely 
limited to these kinds of goods, those which are already being 
produced, and these goods, under modern conditions, are 
likely to consist, to a large extent, of specialised articles made 
for a specialised use, which require a given amount of other 
factors to be used with them. If the amounts of co-operating 
factors can be changed at all, it is only within narrow limits. 
An entrepreneur, working under Pareto’s limitations, is faced 
to a considerable extent with fixed proportions, and therefore 
he cannot alter his methods to such a point as would achieve 
that ideal of minimum cost, where the prices of the factors equal 
their marginal products ”’ (p. 85). 


But he argues that: 


“«. , . these limitations are set, not by the circumstances of 


reality, nor by the fundamental economic advantages of 
Pareto’s system, but by mere assumption that the only goods 
with which the market need be concerned are those goods 
which are actually being produced, and which have definite 
known prices. This assumption is introduced for mathe- 
matical convenience, and on it, indeed, the whole mathematical 
edifice rests, but it has absolutely no economic significance. 
Once it is dropped, Pareto’s objection to marginal productivity 
falls flat ’’ (p. 85). 


I am not sure that I understand what Hicks is driving at. 
Taken at its face value, his argument calls for the following 
observations : 


1. ‘‘ According to the strictness of the Lausanne method,” 
we are not allowed to fix the price of one entrepreneur only. 
We must consider the actions of all the other entrepreneurs and 
of all the consumers. No other school of economics has been 
so emphatic on the necessity of considering all the interrelated 
elements of an economy. 

2. Even under the limitations referred to by Hicks, it would 
still be true that the prices of the variable factors would be 
equal to their marginal productivities, but as I point out in my 
paper (p. 536) these marginal productivities would not bear 
the simple relation to the prices of the service and of the com- 
modity that they do in the marginal productivity theory. The 
fixed factors could not have an imputed productivity. They 
would receive a rent. 
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3. Pareto’s assumption is not made for mathematical con- 
venience. On the contrary, it is much more convenient from 
a mathematical point of view to assume that all the coefficients 
of production are connected by only one equation—which leads 
to Walras’ theory. 

4. One cannot assert anything definite about the equilibrium 
of an economy in which the goods undergo undefined changes 
in quality which affect their utility to the consumers. In any 
discussion of equilibrium, we must assume that a certain number 
of identifiable commodities and certain combinations of produc- 
tive services are known to the consumers and the producers of 
the economy. Equilibrium emerges out of a consideration of 
a range of known alternatives. Not all of the known commodi- 
ties will necessarily be produced in a particular equilibrium, 
because the demand for them may be such that it may pay no 
one to produce them. It is part of the task of general equilib- 
rium analysis to show which commodities will and which will 
not be produced. ‘To say that an equilibrium has been attained 
implies that a selection has been made from a group of known 
and definable commodities and services. But while we are 
discussing a particular equilibrium we must not introduce new 
and unknown commodities. ‘To argue, as Hicks does, that: 


“Tt would be possible for the machinemakers (say), or generally 
the entrepreneurs in earlier (‘‘ higher ’’) stages of production, 
to modify slightly the character of the goods they produce, 
so as to meet the needs of their customers more exactly. By 
so doing, it would be possible for them to sell their new goods 
at a price which would yield them a greater profit than they 
had earned before; while on the other hand their customers 
would be better satisfied, for they in their turn would also 
earn larger profits ’’’ (p. 86) 


is to argue that, under certain undefined and undefinable con- 
ditions, the marginal productivity theory would hold. Of 
course, Hicks may retort that in actual life the character of the 
commodities produced does undergo modifications. But if these 
changes await discovery, they lie outside the range of static 
equilibrium theory. Statics should not be confused with 
dynamics. The marginal productivity theory is part of a 
statical theory of equilibrium. 

5. Pareto’s theory, as developed in the Cours, is not a com- 
plete rejection of the marginal productivity theory, but only a 
correction of it. In his own words: 
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“To establish the conditions of economic equilibrium by mak- 
ing use of the notion of marginal production, one observes that 
the entrepreneur increases the quantity of one of the factors 
of production, as long as the expense which he thus incurs 
is less than the amount which he receives for the product 
obtained thereby. One thus reaches the same conditions which 
we have obtained . . .; but there is the inconvenience that, 
when some of the coefficients of production are constant, the 
consideration of marginal productivity cannot be applied 
without corrections. 


One must not therefore make use of the theory of marginal 
production without taking these corrections into account; and 
when these corrections are taken into account, one reaches the 
same results which we have obtained more quickly and more 
simply through the use of coefficients of production.’’ [Italics 
mine. |° 


Apparently it is only for the purpose of doing away with the 
need for this correction that Hicks would introduce undefined 
and undefinable corrections in the commodities. Why not simply 
assume the marginal productivity theory and be done with it, 
instead of attempting to “‘ prove ”’ it by having recourse to more 
or less vague and indefinite notions? 

6. Pareto’s correction or modification of the marginal produc- 
tivity theory is in the nature of a second approximation to econo- 
mic reality. As a first approximation he makes the assumption 
that there is free competition for all the services of capital goods, 
as well as for the production of these capital goods themselves, 
and that it is possible to transform savings into all forms of 
capital goods. In addition, he also assumes that the coefficients 
of production are fixed. It is only in the second approximation 
that he considers the variability of the coefficients of production 
in perfect competition and the difficulty or impossibility of trans- 
forming savings into certain forms of capital goods. It is in 
connection with a consideration of the variability of the coeffi- 
cients of production that he examines and corrects the marginal 
productivity theory. (See Cours, sections 35, 136-8.) Hicks’ 
argument (p. 86) that ‘‘ sooner or later ’’ the entrepreneur would 
find means of reducing his costs ‘‘ to the lowest possible level ”’ 
—whatever that may mean—and that, therefore, Pareto’s argu- 


8 Cours, section 717, quoted in H, Schultz, op. cit., p. 518. 
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ment is inconsistent, betrays an ignorance of the more important 
features of Pareto’s system. Pareto is not considering the case 
where the various factors of production can be freely substituted 
for one another and where the coefficients of production are con- 
nected by only one equation. He supplies the necessary correc- 
tions to the marginal productivity theory when these conditions 
do not obtain. To argue, as Hicks appears to argue, that the 
production equations of the various firms may not be such as to 
satisfy the marginal productivity theory, but that, nevertheless, 
the theory is true for the industry as a whole in the long run 
(‘‘ sooner or later ’’) is to miss completely what Pareto is attempt- 
ing to do in his second approximation. In any event, his pro- 
position must be proved mathematically and cannot simply be 
asserted. 

7. To Hicks’ unfamiliarity with the development of Pareto’s 
thought must also be attributed his difficulty (note 7, p. 86) with 
Pareto’s statement that to produce a certain quantity of silk 
goods we must have a certain floor space in which to spread out 
the fabric; but then even if we doubled this surface without 
increasing the other capital, we would never increase the produc- 
tion. Hicks dubs this a ‘“‘silly’’ statement and adds, ‘‘ There 
is nothing corresponding to it in the Manuel.’’ If there is noth- 
ing corresponding to it in the Manuel, it is because by the time 
Pareto came to write his Manuel he definitely bade adieu to the 
marginal productivity theory, for (in his judgment) he had a 
better and more general theory. It is in the Manuel that we 
find for the first time a set of equations which (together with all 
the other circumstances of economic equilibrium) determines the 
distribution of the output among the various firms. (See Mathe- 
matical Appendix, section 107.) 


tile 


I have criticised Hicks’ treatment not only because it contains 
several errors and misstatements, but also because the paper is 
written in a spirit which may do harm to the cause of our 
science. One of the great needs of modern economics is the 
development of that type of eclecticism which will stimulate 
economists to select and integrate the best there is in all schools 
of economic thought. For English-speaking economists, it is 
particularly important to obtain a better knowledge of the 
contributions of the Lausanne school than they now have. Part 
of the confusion which surrounds the marginal productivity 
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theory is traceable to their neglect of Walras and Pareto.* An 
increasing number of younger economists in England and in the 
United States are beginning to recognise this need. It is, there- 
fore, to be greatly regretted that Hicks has seen fit to refer to 
Pareto in these misleading words: 


“With the arrogance which (now that he is safely dead) is one 
of his more pleasing characteristics, Pareto believed that he 
had found in his equations the one perfect method of economic 
analysis, besides whose results all the doctrines of ‘‘ literary 
economists ’’ were mere fragments of knowledge. It was a 
great claim; and on many counts it is justified. But to hope 
that from any single line of approach, all the facets of econo- 
mic life would be equally illumined, was probably to indulge 
a vain illusion ’’ (p. 84). 


This is quite erroneous. Even in his most eccentric moments, 
Pareto never entertained such foolish notions as Hicks attributes 
to him. He who emphasised so repeatedly and so well the tre- 
mendous réle played by the non-logical, the non-scientific aspects 
of human behaviour could not possibly hope ‘‘ that all facets of 
economic life’? would be illumined by a single line of approach 
(the mathematical). Whatever his shortcomings, Pareto was no 
fool. Has not Hicks ever taken a look at his Traité de Socio- 
logie générale? or at his Systémes socialistes? or at the socio- 
logical chapters in the Cours and the Manuel? Hasn’t he ever 
heard of the concepts of residues and residuals? But why cite 
indirect evidence? The very Cours, to which he refers, belies 
his claims, for in respect to the amount of purely descriptive, 
historical and statistical material which it contains, it compares 
very favourably with Marshall’s Principles and his Industry and 
Trade. Pareto used every method which threw light on his 
problems. As he tells us in the preface to this book : 


“On a beaucoup discuté pour savoir quelle méthode il convient 
de préférer en Economie politique. Pour notre part, nous 
croyons que la bonne méthode, comme le bon ouvrier, se recon- 
nait A l’ceuvre; et nous nous sommes servi, sans aucun parti- 
pris, de tous les moyens qui nous semblaient propres 4 découv- 
rir la vérité. Lorsque nous nous sommes trouvé en présence de 
quelque théorie qui ne devient claire et féconde qu’en s’appuy- 
ant sur les mathématiques, nous n’avons pas cru devoir refuser 
le secours de cette puissante logique. Lorsque nous avons ren- 


° Edgeworth, after accepting a paper by Barone on the marginal produc- 
tivity theory for the Economic Journal, was compelled to return it in great 
embarrassment for fear of displeasing Marshall. 
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contré quelque fait historique intéressant l’Fconomie politique, 
nous n’avons pas craint de nous livrer aux recherches critiques 
qui pouvaient donner 4 ce fait sa vraie valeur. Enfin, lorsque 
nous avons eu A traiter de l’évolution, nous n’avons pas hésité 
4 emprunter des notions de fait et des explications aux sciences 
biologiques.’’*® 
Furthermore, the man who considered applied economics as 
a science (Cours, section 35) never entertained the ridiculous 
notion that the doctrines of non-mathematical economists were 
‘‘mere fragments of knowledge.’’? His own position is clearly 
shown in the following passage which concludes a verbal 
chastisement of certain literary economists : 

‘Nous parlons ici exclusivement des personnes qui veulent 
traiter des questions d’économie pure, sans avoir les con- 
naissances indispensables pour faire cette étude. Rien n’est 
plus éloigné de notre pensée que de déprécier l’ceuvre des 
économistes qui traitent par des considérations pratiques des 
questions d’économie appliquée. On peut étre un ingénieur 
éminent et n’avoir que des notions fort superficielles de calcul 
intégral; mais alors on agira sagement en s’abstenant d’écrire 
un traité sur ce calcul. 

Il faut ajouter qu’il est des mathématiciens qui, voulant 
traiter les questions d’économie pure, sans avoir les con- 
naissances économiques nécessaires, tombent en des erreurs 
comparables a celles des économistes littéraires.’’™ 


Indeed, so much nonsense has been said about Pareto’s 
arrogance toward non-mathematical economists that it is 
desirable to repeat here his tribute to the classical economists 
and Ricardo, whose theory of rent he greatly generalised : 


““ Gardons-nous bien de deux extrémes. L’un de mépriser 
ces théories imparfaites, l’autre de les copier servilement. 

Quand elles ont été établies, elles ont marqué un grand 
progrés scientifique, et elles peuvent avoir requis un effort 
intellectuel bien plus considérable que celui qui est nécessaire, 
maintenant, pour les perfectionner. Mais n’oublions pas que 
la science est dans un état de progrés continuel. Respectons 
lceuvre de nos devanciers, mais complétons-la, ne ffit-ce 
quwen donnant plus de précision aux vérités qu’ils ont 
découvertes.’’?? 


Economists will do well to accept these words as their Credo. 


10 Vilfredo Pareto, Cours d’économie politique, Vol. I (1896), Preface, p. iit. 
11 Vilfredo Pareto, Manuel d’économie politique, p. 320. 
12'Vilfredo Pareto, Cours d’économie politique, section 765. 
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A Reply 
By J. R. Hicks. 


I must confess that I have been considerably surprised by Pro- 
fessor Schultz’ criticisms. My original article was certainly 
brief, and brevity invites misunderstanding. But I had hardly 
taken into account the possibility of such complete misunder- 
standing as this. 

(x) To begin with the question of the supply of the factors, 
raised in the first section of his paper. I am sorry that a couple 
of rather loose statements, with only a slight relevance to the 
matter in hand, should have led him into this elaborate disquisi- 
tion. ‘The passages he quotes from me have a different signifi- 
cance from that which he puts upon them. I did know that 
Walras and Pareto had concerned themselves with the problem 
of capitalisation. Indeed, I had given this part of their work 
some particular attention. But this attention had convinced me 
that their theories of capital, suggestive as they are, are the last 
part of their work which one can consider as final, or accept 
without the most careful consideration. And I am not sure that 
Pareto would not have agreed with me. For it is surely signifi- 
cant that Walras’ elaborate theory of capitalisation does not 
reappear in the later work of Pareto, while there is nothing very 
substantial to take its place. But a discussion of these things 
would have been an unpardonable digression in a paper on 
Marginal Productivity.* 

The central issue of Marginal Productivity is an issue of 
economic statics*—in Clark’s sense—and this, it seems to me, 
is as true in the Lausanne system as in any developed economic 
theory. The conditions which give rise (or do not give rise) 
to the Marginal Productivity law are the conditions of equili- 
brium of the entrepreneurs in their capacity as entrepreneurs, 
and these conditions are similar in form whatever assumption we 
make about saving. It is thus perfectly natural, when one is 
discussing marginal productivity, to assume constant supplies of 
the factors, as being the simplest assumption one can make on 
this essentially irrelevant matter. At a certain stage in the 
exposition of the Lausanne system, capital can very conveniently 


1 I hope to state my views on the Lausanne theories of capital at length on 


some future occasion. 
2Cf. Knight: Risk, Uncertainty and Profit, pp. 143-4. 
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be assumed constant, and it was this stage with which I was 
concerned. 

(2) None of the points raised by Professor Schultz in the 
second part of his paper are new to me, nor do they affect my 
argument. As regards “‘ fixing our eyes on one entrepreneur 
only,’’ the Lausanne method—as I stated it, and surely Professor 
Schultz would not interpret it differently—is to discover what 
each entrepreneur separately would prefer to do at any given set 
of prices, and then to discover at what set of prices their actions 
are consistent. "This is the way in which it does (so admirably) 
‘‘ consider all the interrelated elements in an economy.”’ 

The assumption which I stated to have been made for mathe- 
matical convenience was not the assumption of fixed coefficients, 
but the assumption that ‘‘ the only goods with which the market 
needs to be concerned are those which are actually being pro- 
duced, and which have definite known prices.’’ I am quite aware 
that variability of all coefficients is much more convenient mathe- 
matically than variability of some and constancy of some— 
it is this convenience which I am anxious to preserve as far as 
possible. 

Perhaps I can best meet the remainder of Professor Schultz’ 
comments by restating my main argument in another way. The 
issue, as I see it, arises largely out of a confusion between the 
term ‘‘ factors of production’’ as used in Anglo-American 
economics, and the term “‘ coefficients of production ’’ as used 
at Lausanne. The ‘‘ factors of production ’’ are the primary 
sources of production, land, labour, and capital; and capital is 
capable of transference from one form into another. The ‘“‘ co- 
efficients of production’ are quantities of ‘‘ productive ser- 
vices’? employed, and these services may very well be the 
services of some intermediate product, such as a typewriter or a 
tractor or a sheep. Now when it js a question of pricing the 
services of a typewriter, the rule ‘‘ one typewriter—one typist ”’ 
is important. The possibility of variation is very limited, and 
one cannot say that the price for which a typewriter is hired will 
tend to equal its marginal product. But this is not the way in 
which most economists have desired to use the marginal produc- 
tivity theory. That theory is generally applied to the pricing 
of the factors of production ; and when it comes to the factors of 
production, none of the instances given by Pareto have any 
relevance, nor is there any reason whatever to suppose that any 
pair of factors have to be used in constant proportions. 

This, however, is not in my view the end of the matter. The 
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trouble did not merely arise from a confusion of terms, but lay 
deeper. Pareto failed to appreciate what the theorists of 
marginal productivity were doing, because the problem they 
treated corresponds to one of the blind spots of his analysis. 
Any particular set of prices of the factors of production deter- 
mines, not merely the quantities of factors demanded, and the 
quantities of intermediate and final products produced, but also 
the kinds of intermediate and final products. This fact, which 
is obvious enough in actual life, is essential to a full understand- 
ing of the marginal productivity theory, but it is extraordinarily 
_ difficult to take account of it properly in a mathematical version. 
At any rate, I am pretty clear that Pareto’s formulation does not 
take account of it ; in order to do so, we should need to introduce, 
as well as the n commodities, intermediate and final, which are 
actually produced, a much larger number of possible commodities, 
which are not produced, because something else is preferred to 
them, at the lowest prices at which they could be offered. It is 
fairly obvious, when one thinks of it, that the imposition of a set of 
prices of the factors of production, slightly different from the 
equilibrium set, will induce in fact, not merely a change in the 
quantities of products, and a change in their methods of produc- 
tion (the things Pareto did take into account) ; it will also induce 
a change in the kinds of things produced, substitutes being put 
forward for those articles which used a-large quantity of the 
now more expensive factors. This important possibility does 
not seem to have been allowed for in any of the usual presenta- 
tions of the Lausanne system ; it is quite a serious gap, and until 
it is filled the results of the Lausanne method cannot be regarded 
as decisive on any question to which it is relevant. 

(3) I am extremely sorry that a sentence or two in somewhat 
lighter vein, put in to enliven a dull subject, should have led 
Professor Schultz to believe that my article was written in an 
endeavour to belittle Pareto—presumably in the interests of 
some other ‘‘ school ’’ of economists. Nothing could have been 
further from my intention, for indeed there are few economists 
whom I admire more than I do the masters of Lausanne. And 
the ‘‘eclecticism’’ of which Professor Schultz speaks is 
certainly as dear to me as it is to him. Nevertheless, I am 
disturbed to find that in the twenty years which have elapsed 
since Pareto ceased his major contributions to economic theory, 
the tree which he planted has thrived so little. And I cannot 
help suspecting that one of the reasons for this is the sheer 
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impressiveness of his achievement, which has discouraged his 
successors from that criticism without which no scientific inquiry 
can thrive. If we desire to see the Lausanne method yield the 
fruit, which I, no less than Professor Schultz, feel confident that 
it is capable of bearing, surely we must test it fully, and make 
sure that we know exactly what it is worth. 


I should like to take this opportunity of correcting one passage 
in my previous article which does seem to stand in need of 
amendment. On page 82 I stated that ‘‘ 6nce we abandon the 
assumption of identical proportions, it becomes possible to fit 
into the system any amounts of the factors we please to 
take ’’—even with constant coefficients. It has been pointed 
out to me that this is an overstatement. If we begin 
with a system in equilibrium, but suppose the coefficients of 
production to be invariable, then an increase in one factor will 
diminish its price much more rapidly than it would have been 
diminished, had variation been possible. It is, therefore, quite 
possible that in some cases a comparatively small increase would 
force down its price to zero; and greater quantities than this 
could only be introduced if we suppose negative prices to be 
possible. Negative prices, however, may reasonably be supposed 
to be incompatible with a condition of equilibrium. 

I do not think that this affects my main contention—that this 
particular Walrasian® reaction is a significant and important 
equilibrating force. If wages are raised a little above the 
equilibrium level, the initial effect will be a disparity in the 
level of profits in different industries, and a tendency for capital 
to move in order to remove this disparity. In practically every 
conceivable case,* the transference will be attended by net 
unemployment. And similarly for the case of a fall in wages. 


3 I say ‘“‘ Walrasian ’’ in spite of Professér Schultz. The core of the argu- 
ment is Walras; and I dislike Cassel getting the credit for it, 

4The only possible exception (and I do not think it is more than a 
curiosum) is the following. If we suppose that labourers have a very strong 
tendency to spend their incomes upon those commodities which employ a 
proportionately large quantity of labour in their production, then it is 
possible that a rise in wages might actually increase the aggregate demand 
for labour. For the increased relative cost of these particularly “ laborious ” 
products might be outweighed by the increased relative demand for them. In 
this case, the point of equilibrium from which we started was a point of un- 
stable equilibrium ; and stable equilibrium can only be reached if the prices of 
the more “‘ capitalistic ’’ products fall so low that labourers can be induced to 
buy them in large quantities. 

However, (1) it is difficult to see how the system could ever have got into 
such a state of unstable equilibrium; and (2) it is obvious that in the practical 
instance labourers do not have a marked preference for ‘“ laborious ” 
products, but rather the other way. 
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The Nature of International Law and 
General Jurisprudence 
By H. Laurerpacut, LL.D. 


I 


THe DENIAL OF INTERNATIONAL LAW 


A LARGE and not the least important part of present-day inter- 
national law is based on the assumption that what appears to 
the ordinary lawyer as incompatible with the conception and 
the purpose of law is not necessarily inconsistent with the body 
of rules called international law. ‘This is so, it is said, because 
international law, far from being like any other law, is a 
‘“specific’’ law. ‘The purpose of this article is to examine 
the relevance of this view both to the question of the nature 
of international law and to the major question of the conception 
of law in general jurisprudence. In the first place we must 
inquire how far theories based on the independence of inter- 
national law of the conception of law as developed in municipal 
jurisprudence can be regarded as consistent with the legal nature 
of international law. It will be submitted in this article that 
such theories, in so far as they have a definite meaning, amount 
to a negation of international law. 

The number of writers who deny, without any qualifications, 
the existence of international law is comparatively small. In 
their view the relations of States are in effect governed by rules 
neither legal nor moral but by laws regulating the mutual 
relations of physical forces. Thus Hobbes found in the relations 
of States the historical demonstration of what, even in his own 
view, would otherwise have been a mere hypothesis, namely, 
of the existence among men of a pure state of nature’ co- 


1 Leviathan, Part I, Chapter XIII: “‘ But though there had never been 
any time, wherein particular men were in a condition of war one against 
another; yet in all times, kings and persons of sovereign authority, because 
of their independency, are in continual jealousies, and in the state and 
posture of gladiators; having their weapons pointing, and their eyes fixed 
on one another; that is their forts, garrisons, and guns upon the frontiers 
of their kingdomes; and continual spyes upon their neighbours; which is a 
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extensive with an entire absence of legal regulation. Spinoza 
followed him closely.?, In the middle of the nineteenth century 
Lasson, a prominent German writer, gave clear expression to 
the same negative attitude towards international law.* He 
found followers both before and after the World War.* For 
some of these writers the negative attitude towards international 
law has been merely a link in the chain of an argument calcu- 
lated to support their political theory of the State. This was 
notably the case with Hobbes and Spinoza. With others it is an 
expression and a justification of an attitude of nationalism and 
of a deliberate negation of the existence or of the practicability 
or of the need for an organised international community under 
the reign of law. With others still it is a denunciation of the 


posture of War.’’ This is the true meaning of Hobbes’s identification of the 
law of nature with the law of nations: ‘‘ Concerning the offices of one 
sovereign to another, which are comprehended in that law, which is com- 
monly called the law of nations, I need not say anything in this place; 
because the law of nations and the law of nature, is the same 
thing. . .. And the same law, that dictateth to men that have no civil 
government, what they ought to do, and what to avoid in regard to one 
another, dictateth the same to commonwealths, that is, to the consciences 
of sovereign princes, and sovereign assemblies.’’ (Ibid., Part II, Chapter 
XXX (in fine).) And see Part II, Chapter X (in fine) of his De Corpore 
Politico (1640) for a clear statement to the effect that ‘‘ that which is the 
law of nature between man and man before the constitution of common- 
wealth, it is the law of nations between sovereign and sovereign, after.’’ 
And see also the well-known Dedication to Elementa philosophica de Cive 
(1642) for the juxtaposition of the principles homo homini deus and homo 
homini lupus, the first obtaining within the State, the second in the rela- 
tions of States. 

2See Lauterpacht in British Yearbook of International Law, 1927, pp. 89 
et seq., and the literature there quoted; and Verdross in Zeitschrift fiir 
Offentliches Recht, VII (1927), pp. 100 et seq. . 

3 Prinzip und Zukunft des Volkerrechts (1871); System der Rechtsphilo- 
sophie (1882). He says, in the former work: ‘‘ Two States confront each 
other like two physical forces. It is true that they are persons endowed 
with intelligence enabling them to recognise what is advantageous to 
them and to act accordingly. But there is no other link between them than 
their common interests, and no form of moral will limits their attitude 
of selfishness ’’? (p. 56). And he says, im the latter work: ‘ International 
law lacks the quality of true law . . . not only provisionally and for the 
duration of a lower stage of civilisation, but permanently ”’ (p. 402)._ Seydel, 
a distinguished German constitutional lawyer, gave expression to the same 
views in almost identical terms: Grundziige einer allgemeinen Staatslehre 
(1873), Pp. 31-2. 

4See, for instance, Binder, Philosophie des Rechts (1925), pp. 550-933 
Hold-Ferneck, Lehrbuch des Volkerrechts (1930). Professor Hold-Ferneck 
doubts whether there is in the modern world any measure of cultural or 
legal unity to serve as a basis for international law (pp. 23-4). He is of the 
opinion that a true community of law between States is inconceivable 
(p. 86); that the relation between sovereign States is necessarily one of 
enmity, international law being merely the expression of a modus vivendi 
in the permanent state of latent warfare (pp. 12, 86-8); that obligatory arbi- 
tration is inconsistent with the right of self-preservation and any large 
measure of acceptance of the commitments of obligatory arbitration consti- 
tutes a departure ‘‘from the wide and clear paths dictated by the very 
nature of the State’ (p. 151). 
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predominant attitude of complacent disregard of realities and 


of the actual reign of force in an admittedly transient stage 
in the development of the international society.° 
Another group of writers, while not denying the obligatory 
force of the rules governing the relations between States, have 
denied to them the character of legal rules. Thus Austin 
regarded rules of international law—conceived as an independent 
system of law*—as “‘ positive moral rules which are laws 
improperly so-called,’’ i.e. ‘‘ laws set or imposed by general 
opinion,’’” and pointed to ‘‘ the greatest logical error of all 
. committed by many continental jurists, who include in 
public law, not only the law of political conditions, of crimes, 
and of civil and criminal procedure, but also international law; 
which is not positive law at all, but a branch of positive 
morality.’’* But he agreed that these rules were binding and 
that they were enforced by moral sanctions like fear of provok- 
ing general hostility and reprobation for the violation of maxims 
generally received and respected.* Recently, Felix Somlé, an 
able representative of the Austinian method on the Continent 
of Europe, without denying the binding force of the rules 
commonly referred to as international law, denied that they 
partake of the character of law.’° 


5 See Lunstedt, Superstition or Rationality in Action for Peace? Argu- 
ments against Founding a World Peace on the Common Sense of Justice. 
A Criticism of Jurisprudence (1925). See also Nelson, Rechtswissenschaft 
ohne Recht (1917). And see Fricker in Zeitschrift fiir die gesamte Staats- 
wissenschaft, XXVIII (1872), pp. 90 et seq. and 347 et seq.; ibid., XXXIV 
(1878), pp. 368 et seq. ; 

6 Lectures on Jurisprudence or the Philosophy of Positive Law (Fifth 
edition, 1885), Vol. I, p. 182. 

7 Ibid: Vole, p:.754- : ‘ 

8 The denial of the legal nature of international law conceived as an inde- 
pendent system of law is not incompatible, and must not be confused, 
with the affirmation of the legal character of some of its rules, namely, 
of those which are administered as legal rules expressly adopted by the 
State and its courts. Austin distinguished clearly between these two aspects 
of the question. He was pointing out repeatedly that ‘‘ although positive 
international morality (so-called international law) . . . has no force within 
one nation yet ... a nation may adopt it and enforce it as positive law 
within itself’: Jurisprudence (fourth edition by Campbell, 1873), Vol. II, 
p. 635. This point of view is clearly expressed in Mortensen y. Peters in 
the High Court of Justiciary of Scotland (8 Session Cases 93) : ‘‘ It is a trite 
observation that there is no such thing as a standard of international law 
extraneous to the domestic law of a kingdom, to which appeal may be 
made. International law, so far as this court is concerned, is the body of 
doctrine regarding the international rights and duties of States which has 
been adopted and made part of the law of Scotland.’ It is generally 
accepted by writers on English law in so far as they touch on international 
law. For a recent affirmation of international law as external constitutional 
law see Wenzel, Juristische Grundprobleme (1920). See also Akzin, Les 
problémes fondamentaux du droit international public (1929). 

9 Op. cit., Vol. I, p. 226. ¢ a 

10 Juristische Grundlehre (second, unrevised, edition, 1927), pp. 153-73. 
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Both the denial of the existence of international law and 
the denial of its legal nature are, as mentioned, comparatively 
rare. ‘The more usual approach is to maintain that it is either 
a ‘‘ necessarily weak law ’’ or “‘ specific law.’? It is maintained 
that international law is a law analogous to that obtaining 
among primitive communities; that these undoubted short- 
comings do not seriously imperil the legal nature of inter- 
national law; that they are the necessary consequence of the 
existence of a community of sovereign States; and that to 
remedy them would in effect mean the termination of inter- 
national law and its transformation into internal or federal law. 
This is a school of thought which is generally not regarded 
as unprogressive. It combines an idealistic defence of the legal 
nature of international law—conceived as weak law—with 
repeated assertions that its shortcomings are of a permanent 
nature as there ‘“‘is not and never will be a central authority 
above the several States.’’** ‘This view is held by writers as 
wide apart as Holland,’ Zitelmann** and de Louter.“* Some 
writers even go to the length of maintaining that although most 
of these permanent deficiencies constitute legal shortcomings, 
they contribute towards making international law a superior 
type of law from the moral and social point of view.** 


11 Oppenheim, International Law (fourth edition, by McNair, 1928), Vol. 1, 
p. 288. And see ibid., pp. 13-15, for an exposition of the legal character of 
international law notwithstanding its being a weak law. The view that 
there can not and ‘‘ never will be’”’ an organised civitas maxima exercising 
authority over States is a persistent feature of Oppenheim’s treatise. 

12 The Elements of Jurisprudence (sixth edition, 1893), p. 339. Inter- 
national law, he says, ‘‘ is the vanishing point of Jurisprudence; since it 
lacks any arbiter of disputed questions, save public opinion, beyond and 
above the disputant parties themselves, and since, in proportion as it tends 
to become assimilated to true law by the aggregation of States into a larger 
society, it ceases to be itself, and is transmuted into the public law of a 
federal government.”’ 

13 Die Unvollkommenheit des Vélkerrechts (1919). After enumerating a 
series of shortcomings of international law, he expresses the opinion that 
these shortcomings are the necessary consequence of an international law 
as a law between sovereign States. The present shortcomings of inter- 
national law, he says, could be removed by the League of Nations becoming 
the civitas maxima and exercising judicial and executive functions over 
the States. ‘‘ But then,’’ he says, “‘ this would no longer be international 
law seeing that the latter presupposes logically the existence of sovereign 
States? ((p.953)- 

147e droit international public positif (French translation from the 
Dutch, 1920), Vol. I, p. 59:. “‘ Le droit international n’a pas de législateur, 
et, qui plus est, n’en aura jamais. Un pouvoir législatif ne saurait exister 
que dans un Etat. Dés que le droit international cesse d’étre un droit entre 
des Etats souverains, pour devenir le droit d’un pouvoir qui leur est 
supérieur et auquel tous sont soumis, les Etats perdent leur souveraineté 
et le droit international se métamorphose en droit public d’un Ktat mondial.” 

8“ The law of nations is of a distinctly different character from municipal 
law. It may truly be affirmed that the lex gentium is of a more elevated 
nature. Applying as it does inter gentes, it does not appeal to the police- 
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The latter doctrine, although viewing the weaknesses of inter- 
national law as necessarily and permanently connected with the 
existence of the international society of States, admits that they 
are shortcomings from the more general legal point of view. 
But according to another view, the so-called shortcomings of 
international law are merely the manifestation of its specific 
character. They are shortcomings, it is said, only so long as 
they are viewed from the narrow perspective of municipal law, 
whereas in fact they are a reminder of the existence of a wider 
conception of law of which municipal law is only a historical 
category. Thus we find Westlake suggesting that the contro- 
versy whether rules of international law are rules of law or 
of morality can be solved if we decline ‘‘ to treat the law of 
the land as the only proper kind of jural law, for then while 
keeping law distinct from morality, we shall not encourage an 
undue attribution to international law of the characters only 
appropriate to the law of the land.’’’® It is said that ‘‘ the 
orthodox concept of law is not sacrosanct’’; that ‘‘it is 
necessary to inquire whether it ought not to be adapted to the 
requirements of actual life’’ (actual life meaning for this 
purpose the existence of rules called international law) ;*’ and 
that the proper way to approach philosophy of law is inter- 
national law ‘‘ through which one is in the position to follow 


the delicate problem of the creation and the development of 


law 9318 


We thus arrive at the central problem in the question of 
the determination of the legal nature of international law. 


man; it appeals to reason itself, to the sense of equity, to a higher moral 
consciousness ”’; Philip Marshall Brown, International Realities (1917), p. 104. 
See also Sauer, Lehrbuch der Rechts- und Sozialphilosophie (1929), p. 290, 
to the effect that although international law is deficient qua law, it is a 
superior cultural phenomenon: ‘‘ From the cultural point of view inter- 
national law transcends municipal law as based on compulsion. It aspires, 
from the limited domain of strict law, to an affirmation, as a matter of 
moral conviction, of the cultural community of mankind.’’ The historian of 
legal thought will note with interest that at a certain stage of the develop- 
ment of international law its notional attractiveness was regarded by some 
as a sufficient compensation for its substantial shortcomings. 

16 Collected Papers, p. 14. However, Westlake himself saw the dangers 
of this method of approach, and admitted that ‘‘ if we give the name of law 
to anything which we so discover in a remote state of society before we 
have fixed in our minds what we mean by that name, we beg the question, 
and have no security that our language has any consistent, or therefore 
useful, sense” (ibid., p. 22). The whole trend of his work justifies the 
observation of Oppenheim that ‘‘ he belonged to the legal school of inter- 
national jurists who, in contradistinction to the members of the diplomatic 
school, desire International Law to develop more or less on the lines of 
Municipal Law ” (ibid., p. 10). 

17 Mayer in Archiv des 6ffentlichen Rechts, XXXVIII (1918), p. 14. 

18 Saner, Grundlagen der Gesellschaft (1924), Pp. 431. 
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The answer to this question obviously depends upon the con- 
ception of law which we adopt as the basis of the investigation. 
To what conception of law must international law conform in 
order that it can accurately be described as law? Is it a conception 
of law deduced from the positive legal order within the State, i.e. 
a conception of law of general jurisprudence in modern society ¢ 
Or is it a conception-of law made so elastic as to embrace the 
body of rules regulating at present the mutual relations of 
modern States? Shall international law be guided, while 
admitting its own shortcomings, by the~ generally accepted 
notion of law which few would venture to deny but for the 
necessity of defending the legal nature of international law? 
Or shall it broaden it and impart to it some of its elasticity? To 
put the question in a manner expressing the view of the present 
writer—Shall international law aim at improvement by trying 
to bring its rules within the compass of the generally accepted 
notion of law, or shall it disintegrate it and thus deprive itself 
of a concrete ideal of perfection? It will be noted that the 
question thus put transcends the limits of a problem of inter- 
national law. It becomes a problem of general jurisprudence, 
a problem whether the general conception of law should be 
broadened by the inclusion of a generalised norm of conduct 
based on the relations of sovereign States as at present con- 
stituted. Before answering these questions it is necessary to 
consider the doctrine in which the theory of the specific 
character of international law has found its current expression. 
This is the so-called theory of international law as a law of 
co-ordinate entities or, shortly, as a ‘‘ law of co-ordination.’’ 


i 


INTERNATIONAL LAW AS A SO-CALLED LAW OF 
Co-ORDINATE ENTITIES 


The notion of international law as a law of co-ordination has 


recently been increasingly adopted by writers, but there has 
been no attempt to elaborate it in detail.!® In a recent text- 


19 See, for instance, Strupp, Eléments du droit international public (second 
edition, 1930), Vol. I, p. 11 (‘Les Etats étant égaux entre eux, le droit 
international public en tant droit entre les Ktats est un droit de co-ordination 
et non un droit de subordination ’’); Liszt, Das Vélkerrecht (twelfth edition 
by Fleischmann, 1925), p. 8 (‘‘ International law is based on a corporate not 
authoritarian principle’); Walz, Wesen des Vélkerrechts und die Kritik 
der Volkerrechtsleugner (1930), pp. 252-61, also bases his construction of 
international law on the theory of co-ordination, but there is no attempt at 
a detailed exposition of what the law of co-ordination really means. UIti- 
mately, the whole theory is reduced to a difference in the manner of the 
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book of Hatschek’® there is a restatement of the theory of 
co-ordination, but the attempt is not particularly illuminating. 
International law, he says, is a legal system based on 
co-ordination.** This, he explains, means that, unlike 
municipal law, which is based on subordination of persons to 
the legal rule, there is in international law no superior will 
which imposes the law. There is no super-State endowed with 
authority. He then proceeds to define the international law 
of co-ordination as a “‘ legal order based on the recognition of 
States as equal subjects of international law ’’—a somewhat 
inconclusive explanation seeing that municipal law, which is 
a law of “‘ subordination,’ is also based on the equality 
of individuals before the law. How are rules of international 
law created in such a system? ‘They are created principally 
by parallel legislation or customary municipal rules in various 
countries, for instance, by that relating to the inviolability of 
envoys and foreign heads of States. These rules are binding 
upon States not as legal rules, but as so-called social or con- 
ventional rules, i.e. rules which are not created by an authorita- 
tive source of law and whose sanction consists merely in social 
compulsion.*” From these conventional rules there grows, as 
the result of their becoming part of the legal conviction of 
States, particular and, in the Jong run, general customary inter- 
national law. We are not told what is the basis or the nature 


creation of rules of law. Walz does not deny that rules of international law, 
once established, bind States independently of their will. But he attaches 
decisive importance to the difference in the ‘‘ process of positivation ”’ (i.e. 
of creation) of rules of law. There is no explanation why this should be a 
reason for regarding international law as ‘‘a law of a specific character 
strongly differing from municipal law” (p. 295). _See also Heller, Die 
Souveranitét (1927), pp. 43-4, who regards international law as ‘‘a non- 
authoritarian legal order based on contract’? (herrschaftsfreie Vertragsord- 
nung). 

estate that the insistence on the specific law of co-ordination on the 
part of German writers has recently assumed the form of a particularly 
German conception of international law grounded in the Teutonic as distin- 
guished from the Romanistic tradition as embodied in some peculiarities 
of the political structure of German society in the Middle Ages and in the 
feudal period. See, for instance, Sternberg, Einfiihrung in die Rechtswissen- 
schaft (second edition, 1927), Part I, p. 26. See also for an admirable survey 
with an extensive bibliography Borchard in Yale Law Journal, XXXVI (1926- 
7), pp. 1058-74. That the idea of the societas inordinata as the basis of 
political relations is necessarily bound up with the existence of a legal 
power above the societas inordinata is clearly pointed out by Binder, Die 
Philosophie des Rechts (1925), Pp. 572. 

20 Vélkerrecht als System rechtlich bedeutsamer Staatsakte (1923). An 
English translation by Manning of the abridged version of this book 
appeared in 1930. ; Saal Wolloliy Sova 8 

22 Hatschek instances the conventions and customs of the constitution in 
Great Britain as an example of conventional rules. On the whole the term 
“ conventional rules’? as used by Hatschek and other German writers is 


identical with Austin’s “ positive morality.” 
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of the binding force of this customary international law. This 
somewhat slender basis serves as the foundation for Hatschek’s 
exposition of international law. For a more satisfactory 
exposition of the law of co-ordination it is necessary to go back 
to earlier German writers, in particular to Jellinek and Triepel. 

Jellinek was the first to construe international law as a specific 
law of co-ordination. - He did it with the help of the theory 
of self-limitation,”* a theory originally developed in order to 
demonstrate the partial subjection of the State to law. In this 
act of self-limitation Jellinek recognises also the source of 
such binding force as international law possesses. He sees 
no difference between international and municipal law except 
that whereas the latter is a relation of subordination of the 
members of the community to law, the former is one of 
co-ordination of entities. International law is grounded in 
the will of the State, and ultimately it is this basis of inter- 
national law which is decisive. Where international law and 
the existence of the State conflict, the former must yield, for 
international law exists for States and not States for inter- 
national law. Legally, says Jellinek, the State is entitled to 
disengage itself at any time from an obligation deemed to be 
inconsistent with the interests of the State. This precarious 
nature of international obligations does not, in his view, deprive 
them of their legal nature, for in addition to the purely normative 
aspect there is a psychological foundation for law arising out 
of the fact that it is recognised as binding by the members 
of the society. Such obligations are not absolutely binding 
as a matter of strict law, but they possess a binding force 
grounded in the objective nature of international relations which 
from the point of view of their social necessity are comparable 
to those obtaining among individuals.** Thus, although as a 
matter of legal theory the will of the State is the origin and the 


23 The theory was first formulated in Jellinek’s Die rechtliche Natur der 
Staatenvertrige (1880), and subsequently amplified and defended in his 
Allgemeine Staatslehre (first edition, 1900). Of the latter a French transla- 
tion by Fardis appeared in two editions under the title L’Etat moderne et son 
droit (second edition in 1911 and 1913). The rudiments of the doctrine of 
self-limitation will be found in Ihering’s Der Zweck in Recht (1880), Vol. I, 
p. 318, and possibly even in Rousseau’s Contrat Social (Book I, Chapters IV 
and VII). See Sukiennicki, Essai sur le Souveraineté des Etats en Droit 
International Moderne (1926), pp. 170-4. For examples of the adoption of the 
theory of self-limitation see Nippold, Der vélkerrechtliche Vertrag (1894), 
Pp. 19-22, and Zorn, Grundziige des Vélkerrechts (1903), p. 7. The doctrine 
has been accepted by some French writers, for instance, Mérignhac, Traité 
de droit international, Vol. I (1905), pp. 291 et seq.; Malberg, Contribution 
a la théorie générale de l’Etat, Vol. I (1920), pp. 237 et seq. 

4 Die rechtliche Natur der Staatenvertrige, pp. 46-9. 
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basis of the obligation, that will is not an entirely irrational 
factor. 

This juxtaposition of two conflicting methods of approach 
has led to some confusion as to the actual meaning of Jellinek’s 
combination of the doctrine of self-limitation and the theory 
of a law of co-ordination. Whereas his treatment of inter- 
national law is generally subjected to severe criticism and 
regarded as the very negation of law and a glorification of 
force, there are writers who draw attention to Jellinek’s 
insistence on the objectively binding force of international law 
and express the opinion that there is no substantial difference 
between his approach and the more recent doctrines from Triepel 
to Kelsen and Verdross.** It may be doubted whether this is 
so. As a legal theory the doctrine of self-limitation cannot 
be interpreted otherwise than as a denial of the binding force 
of international law. As a_ sociological and psychological 
doctrine it amounts to a negation of the ultimate supremacy 
of the legally sovereign State and thus to an affirma- 
tion of the binding force of international law. ‘This double 
method of approach Jellinek defended on the ground that the 
same object may form the subject-matter of various modes of 
cognition. Thus, he said, a symphony may be the: subject- 
matter of physiology or esthetics. In proceeding thus he laid 
himself open to the reproach that it is scientifically impossible 
to treat objects as the subject-matter of various modes of 
knowledge at the same time.*® The fact that the juridical 
supremacy of the State is sociologically or morally limited by 
other considerations necessarily escapes juridical appreciation. 
In practice these considerations may or may not become opera- 
tive; in practice political considerations may limit the State’s 
freedom from the legal bond, but they need not when these very 
considerations dictate to the State the necessity of disregarding 
its obligations. The juridical theory of self-limitation leaves 
open that possibility. It makes the observance of rules of inter- 
national law not a matter of legal obligation but the result 
of a calculation—which may or may not take the long view— 
as to the compatibility of the observance of the obligation with 
the interests of the State. Jellinek himself admitted that as 
the result of a law of co-ordination thus conceived “ the com- 
munity of States is of a purely anarchical nature and inter- 


25 See, for instance, Spiropoulos, Théorie générale du droit international 


(1930), pp. 46-50. F 
2 See for a vigorous criticism of this ‘‘ two-sides ” theory Kelsen, Der 


soziologische und der juristische Staatsbegriff (1922), PP. 114-20. 
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national law, originating from an unorganised authority and 
possessing accordingly no overriding authority, may properly 
be described as an anarchical law.’’?” It is not surprising that 
he regarded war not only as a necessary factor but also as an 
element of progress in this anarchical society. ‘This is in fact 
the attitude of most of the adherents to the doctrine of auto- 
limitation. Thus Bergbohm, one of the precursors of the 
doctrine, regarded the very idea of a permanent international 
court as incompatible with the modern conception of the State.** 
This was also the attitude of some of the foHowers of Jellinek. 
Where, as the result of the adoption of a somewhat 
promiscuous method, a writer’s opinion lends itself to two 
diametrically different interpretations, then that interpretation 
ought to be preferred—as being more accurate—which is most 
in accordance with the actual influence exercised by the 
doctrine.”? It must be judged by its fruits. From this point 
of view there is iittle doubt as to the meaning and consequences 
of the theory of self-limitation as combined with the doctrine of 
co-ordination. It constitutes a negation—in all but in words— 
of the binding force of international law. This can be clearly 
seen from Kaufmann’s monograph on the ‘“‘ Nature of Inter- 
national Law and the Clause rebus sic stantibus ’’—the only 
work in which an attempt has been made at a detailed exposition 
of the results of the doctrine of a law of co-ordination.*° 
According to Kaufmann the basic principle of a law of 
co-ordination is to be found in the maxim ‘‘ Who can, may.’’** 
That principle alone is a just and appropriate principle in 
regard to States which, being responsible for the preservation 
of the highest values, cannot be subordinated to any higher 
community and which, at the same time, have to justify their 
separate existence by their. physical and moral power. The 
victorious war is the vehicle of the law: it alone decides which 
State is in the right. The consequences of the law of 


27 Allgemeine Staatslehre (third edition, 1921), p. 379. 

28 Staatsvertrage und Gesetz als Quellen des Vélkerrechts (1877), p. 32. 
See also the same, Jurisprudenz und Rechtsphilosophie (1892). 

29 For a criticism of the doctrine of self-limitation see Triepel, Vélkerrecht 
und Landesrecht (1899), pp. 77-81; Duguit in Harvard Law Review, XXXI 
(1917-18), pp. 139-48; Kelsen, Das Problem der Souverinitét und die Theorie 
des Volkerrechts (1920), pp. 168-74; Sukiennicki, op. cit., pp. 174-222; Verdross, 
Verfassung der Vélkerrechtsgemeinschaft (1926), pp. 12-20, and in Hague 
Recueil des Cours, 1927 (1), pp. 262-74; Chklaver, Le droit international dans 
ses rapports avec la philosophie du droit (1929), pp. 179-87; Brierly, Le fonde- 
ment du caractére obligatoire du droit international, in Hague Recueil des 
Cours, 1928 (III), pp. 482-4. 

80 Das Wesen des Vélkerrechts und die clausula rebus sic stantibus (19II). 

31 Op. cit., pp. 159 et seq., 179-89 et seq. 
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co-ordination thus conceived are various. It means, in the first 
instance, that legal relations between States are based only 
on express recognition. There are no imposed obligations. 
There does not exist an all-embracing community of interests ; 
there are no collective interests unless they include the interests 
of the State concerned. Self-preservation and self-development are 
the overriding principles. In a law of co-ordination the subjective 
interests of individual members constitute objective rules of law. 
Accordingly, although international law owes its existence to a 
solidarity of international interests, it does not owe it to the soli- 
darity of the international interests. There are no such interests. 
There is, apart from the domain regulated by expressly accepted 
international obligations, no international community. As these 
obligations exist only in the limited sphere of the expressly 
recognised partial community of interests, the individual 
interests of each State must always remain the guiding con- 
sideration. In a system of a law of co-ordination the will of 
the State is essential not only for the creation but also for 
the continuation of the obligation. As Hegel said, the relation 
of States is one of independent entities which make promises 
but at the same time stand above their promises. Nothing done 
in the interest of the preservation of the State is illegal. The 
State may conclude treaties—including onerous treaties—to 
escape major evils, but it may legally abrogate them when 
circumstances have changed so that they cannot be kept without 
disadvantage to the interests of the State. There is, in a law 
of co-ordination, nothing higher than the interest of each of the 
parties. If the other party is unwilling to give in, then only 
war can decide whose interest is legally stronger. This is not 
the denial of law, but the only legal proof possible in a legal 
system of co-ordination. 

Probably an apology is due to the reader for this detailed 
account of a doctrine propounded over twenty years ago and 
which may not entirely represent the present views of its 
author. But the references to the specific character of inter- 
national law as a system of a law of co-ordination have recently 
been so frequent that it may be of advantage to see at close 
quarters what the “‘ law of co-ordination ’”’ really is. Writers 
will be less eager to base their theories on the “‘ specific 
character of international law’’ if they realise what is the 
meaning attached to it by its outspoken protagonists. It is 
true that Kaufmann has pressed the idea of a law of co-ordina- 
tion to its extreme consequences, but it is doubtful whether he 
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could have done anything else. ‘There is no middle course 
between subjection to law and the negation of its binding force. 

While that branch of the doctrine of co-ordination which is 
based on the theory of self-limitation has necessarily resulted 
in a clear denial of international law, the position is different 
in regard to the second principal theory, namely, Triepel’s 
theory of international law based on the law-making “ agree- 
ment’? (Vereinbarung).** Like Jellinek, Triepel adopts the 
doctrine that international law is a law of co-ordination. But 
the difference between him and Jellinek is fundamental. Unlike 
Jellinek he recognises the existence over and above States of 
a juridical norm whose continued validity is independent of 
the will of States. This is the norm that the law-making 
agreement is binding. “The law-making ‘“‘ agreement ’’ derives 
its force from the common will resulting from a combination 
of wills, but ultimately independent of and superior to the wills 
of the individual States. The way is thus paved for an objec- 
tive basis of international law which, upon analysis, proves 
tantamount to the abandonment of the ‘‘ law of co-ordination.” 
The transition from a purely contractual to an objective inter- 
national law is slow, but the trend of development is clearly 
marked. 

Cavaglieri,®® too, rejects the view which bases the binding force 
of international law on a command issued by a superior power. 
There remains, he says, only the possibility of conceiving inter- 
national law as ‘‘ a system of promises between co-ordinated and 
juridically equal subjects.’’ He points out that ‘‘ recent studies 
in the general theory of law have shown that the legal rule need 
not necessarily assume the character of a command emanating 
from a superior authority, but that, in certain circumstances, 
it can have its origin in a promise.’’? Where, in the international 
sphere, lies the binding force of the promissory rule of conduct ? 
This ultimate source of obligation Cavaglieri finds in the rule 
pacta sunt servanda. ‘The slowness of the progress is marked 
by Cavaglieri’s insistence that the principle pacta sunt 
servanda itself owes its existence to the practice of States. 

Anzilotti goes a step further. He, too, starts from the 
proposition that the rules governing the relations of States are 
fundamentally different from those governing the relations of 


32 For a clear statement of the doctrine see his Vélkerrecht und Landes- 
recht (1899), which is a powerful piece of juristic thinking. Triepel has 
restated his views on the subject in the Hague Academy, Recueil des Cours, 
1923, Pp. 77-118. 

88 Lezioni di Diritto Internazionale, Parte Generale (1925), pp. 44 et Seq. 
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persons within the State.** Within the State, he says, which 
is governed by the relation of supremacy and subordination, 
the creation of legal rules is exclusively, or almost exclusively, 
left to organs exercising power over the people of the State 
so that the legal rule appears as a command issuing from 
above, whereas the legal rules among States cannot be anything 
else except agreements and promises between equals. But what 
is the foundation of this system of promises? The question, 
answers Anzilotti, of the vis obligandi of the common will of 
States is a problem which cannot be solved by purely empirical 
considerations and which requires therefore a solid juristic 
foundation. ‘This foundation is the rule pacta sunt servanda 
conceived as a necessary a priori assumption of the international 
legal order which although capable of proof by political or moral 
considerations cannot itself be proved juridically, just as the 
legal force of the highest constitutional rule within the State 
cannot be proved as a juridical proposition. Within the State 
the rule pacta sunt servanda is one of the rules of law sanctioned 
by the legal order; in the international society it constitutes 
the highest, irreducible, final criterium. The basis of inter- 
national law is thus finally divorced from the will of States as 
its ultimate and formal source. 


Ill 
THE INITIAL HYPOTHESIS IN INTERNATIONAL LAW 


It has been shown that the doctrine of international law as 
a law of co-ordination amounts either to a negation of inter- 
national law or else, by recognising the objectively binding 
force of international obligations, reveals itself as a typical 
‘law of subordination,’ i.e. the normal type of law as adopted 
in municipal society. For the school of writers from Triepel 
to Anzilotti and Cavaglieri the conception of ‘‘ co-ordination ”’ 
consists not in the absolute absence of will or obligation over- 
riding the will of the State, but merely in the rule that new 
obligations cannot be imposed upon a State against its will. 
Now the view that States are bound only by rules expressly 
accepted is, of course, the assertion of the extreme positivist 
view. However, it is not necessary here to refute that opinion. 
It has no reference to the question of subjection to existing law. 
It is not inconsistent with the assumption of the existence of 
a legal command, in the form of a basic legal hypothesis—even 


34 Corso di diritto internazionale (French translation by Gidel, 1929), p. 46. 
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in its original form of the theory of the common will—to abide 
by obligations expressly or tacitly undertaken. So long as 
the binding force of this basic postulate is assumed, the view 
that international law is a ‘‘ system of promises”’ is only of 
secondary importance.*’ The rule pacta sunt servanda confronts 
States as an objective principle independent of their will. It 
is from this point of view of little importance whether we 
adopt. the view put forward by Kelsen and accepted by 
Anzilotti that the rule pacta sunt servanda is an original 
hypothesis which cannot be proved juridically, or whether, like 
Cavaglieri, we see in it a rule which can be proved juridically 
by reference to the practice of States and to their conviction 
as to what is the law. For in each case the rule, in its actual 
operation, confronts the State independently of its will; the 
binding force of this ultimate principle, once established, is 
as objective as the corresponding rule within the State. It 
does not matter whether the rule pacta sunt servanda is 
juridical or not; whether it is imposed as a matter of 
juridical construction or as a clear generalisation from the actual 
practice and legal convictions of States. The result is the same. 
It is therefore—it is submitted—impossible to follow those 
writers who, from the fact that individual obligations of inter- 
national law owe their origin to the will of States, proceed to 
develop the view as to the essential differences between a law 
of co-ordination and a law of subordination. In both cases the 
basic rule constitutes a command, i.e. a rule existing inde- 
pendently of the will of the parties. It is of no consequence 
that in the international sphere the command does not issue 
from a political superior. Law may be a command without 
being the command of a concrete political authority. Only 
the antiquated view that law is the will of a real group entity 
will raise the query, How is a command possible without there 
being an authority issuing the command? Once it is recognised 
that for juristic perception the State is the law and that the 
juxtaposition or opposition of the two is only a convenient mode 
of expression, then there is no difficulty in accepting the view 
that the law may be a command merely by virtue of its external 
nature. 


What is the explanation of the fact that the literature of 


85 It is a fatal mistake on the part of the modern positivist school—a 
mistake which renders the doctrine largely unreal—that it attaches decisive 
importance to the freedom of States not to accept new obligations and that 
it disregards their subjection to rules undertaken either expressly or—and 
this applies to the bulk of international duties of the State—impliedly. 
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international law—even in its more radical manifestations as 
expressed in the adoption of the “‘ initial hypothesis ’?**— 
failed to draw what seem to be the necessary conclusions from 
the assumption of the objectively binding force of international 
law? It is believed that one of these reasons is the form in 
which writers have clothed that fundamental premise. Its very 
form seems to suggest the adherence to an attitude which has 
in fact been abandoned. Habits of a generation are not gasily 
discarded, and the theory—abandoned by the adoption of the 
rule pacta sunt servanda as the fundamental rule—that the will 
of the States is the ultimate source of international law still 
continues to find partial adherence in the view that international 
law is not a command but a system of promises. ‘The two 
views are, of course, irreconcilable. It is hardly permissible 
to speak in the same breath of international law as a system 
of promises and as a system governed by the objective rule 
pacta sunt servanda. Pacta sunt servanda is an external rule 
of conduct obliging States to abide by the rules of international 
law. ‘The fact that the basic principle of international law as 
expressed in the rule pacta sunt servanda refers exclusively 
to agreements of States is responsible for the confusion that 
has arisen. Possibly the choice, for which Verdross and, 
following him, Kelsen, are responsible, of this particular 
formula is unfortunate inasmuch as, at least prima facie, it 
refers to pacta, i.e. contractual agreements evidencing the direct 
will of States. It is only by dint of the legal construction of 
custom as tacit agreement that it can bring within its purview 
the by far most important part of international law. Only 
by an even more strained construction can the formula include 
such customary international law to which the State has con- 
sented impliedly by virtue of—another implied factor—its applica- 


36 As international lawyers in English-speaking countries are not always 
familiar with this term it may perhaps be useful to refer the reader to 
Salmond’s Jurisprudence § 48 (‘ Ultimate Legal Principles”) for a most 
lucid exposition of the necessity of what some continental jurists have 
called the ‘‘ initial hypothesis ’’ (Ursprungsnorm). He says: “It is requi- 
site that the law should postulate one or more first causes, whose operation 
is ultimate, and whose authority is underived. In other words there must 
be found in every legal system certain ultimate principles, from which all 
others are derived, but which are themselves self-existent. . . . Whence 
comes the rule that Acts of Parliament have the force of law? This is 
legally ultimate; its source is historical only, not legal. No Statute lays 
it down. It is certainly recognised by many precedents, but no precedent 
can confer authority upon precedent. It must first possess authority before 
it can confer it. If we inquire as to the number of these ultimate principles, 
the answer is that a legal system is free to recognise any number of them, 
but it is not bound to recognise more than one. From any one ultimate legal 
source it is possible for the law to be derived, but one such there must 


be.” (p. 169.) 
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tion for admission into the family of nations. And only by 
a further effort of legal reasoning can it be made to include 
those generally recognised principles of law to which States 
have only recently granted express recognition,*” but which, 
quite apart from the constant practice of States, necessarily 
form part of international law, as indeed of any conceivable 
law. 

The initial hypothesis in municipal law is that the will of the 
State must be obeyed; by way of a further explanation of this 
hypothesis it may be said that the will of the State consists of 
duly enacted statutes and custom as interpreted by courts. There 
is no reason why the original hypothesis in international law 
should not be that the will of the international community must 
be obeyed. By way of further explanation it could be said that, 
although in many cases the will of the international community 
must be deduced from the mere fact of its existence, i.e. from 
‘the reason of the thing,’’ the organs of the formation of the 
will of the international community are, in default of an inter- 
national legislature, States themselves, their consent being given 
by custom or treaty and being capable of impartial ascertain- 
ment and interpretation by international tribunals. An initial 
hypothesis expressed in the terms of voluntas civitatis maxime 
est servanda would point, as the-source of law, to the will of the 
international society expressing itself in contractual agreements 
between its constituent members, in their customs, and in the 
general principles of law which no civilised community can afford 
to ignore ; it would refer to the civitas maxima as meaning that 
super-State of law which States, through the recognition of the 
binding force of international law qua law, have already recog- 
nised as existing over and above the national sovereignties ; it 
would be compatible with the fact that the authority of that legal 
super-State extends so far not so much to the creation of new 
concrete rules as to the maintenance ‘and respect of obligations 
already expressly or impliedly contracted. 

The hypothesis pacta sunt servanda has proved a beneficent 
transition from a doctrine of international law based on the will 
of sovereign States to a doctrine of the law of nations based on 
the law’s impersonal sovereignty. But at present it contains both 
incongruous elements. It pays homage both to the will of States 
as the fountain of law and to the heteronomous command of the 
tule of law. The synthesis is only one of words; it is not, and 


: Ses Article 38(3) of the Statute of the Permanent Court of International 
ustice. 
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cannot be, one of substance. A more satisfactory solution can be 
found in a hypothesis which, by courageously breaking with the 
traditions of a past period, incorporates the rational and ethical 
postulate, which is gradually becoming a fact, of an international 
community of interests and functions. That such a community 
exists is not only the view of the modern critics of State sove- 
reignty. By the end of the nineteenth century it was given lucid 
expression by Westlake, who saw im the fact of the existence of 
the international community the true basis of international law. 
It was stated on the very threshold of international law by 
Grotius: “ h@c vero . . . societatis custodia, humano intellectui 
conveniens, fons est ejus juris, quod proprie tali nomine appel- 
latur.”’** It was expressed by Christian Wolff in the first scienti- 
fic attempt to lay the legal foundations of the civitas maxima, 
when he referred to jus gentium voluntarium as being deduced 
not ex factis gentium but “ ex fine civitatis maxime, quam 
perinde ac societatem inter omnes homines instituit ipsa natura, 
ut in yus istud consentire debeant gentes. ...’’** If it is true 
that the initial hypothesis ought to be not a maxim with a purely 
formal content, but an approximation to social reality, then, 
indeed, the first postulated legal cause can fittingly be formu- 
lated by reference to the international community as such, and 
not to the will of individual States.*° 

The suggestion for a change in the formulation of the initial 
premise is not merely a matter of wording. The initial premise 
is to a large extent expressive of the nature of the legal system 
in question. It may influence that legal system so far as it is in 
the power of a legal theory to do so. This may be clearly seen 
from the fact that the initial premise embodied in the principle 
pacta sunt servanda could be held compatible not only with the 
spurious theory of an international law of co-ordination, but also 
with the affirmation of the view that it is the essence of existing 
international law that a State can legally claim the right to 
remain judge in disputes with other States by the simple means 
of refusing to them the benefit of judicial settlement. 


38 De jure belli ac pacis, Proleg., 8. 

39 Jus gentium methodo scientifica pertractatum (1749), Pracfatio. 

40 On the question of the initial hypothesis in international law see Kelsen, 
Das Problem der Souverinitét und die Theorie des Vdlkerrechts (1920), 
passim; Verdross, Die Verfassung der Vélkerrechtsgemeinschaft (1926), 
Pp. 21-33; Cavaglieri, op. cit., pp. 40-50; Ottolenghi, in Rivista di diritto inter- 
nazionale, XVII (1925), pp. 343-57; Kunz, Voélkerrechtswissenschaft und reine 
Rechtslehre (1923), and in W6orterbuch des Vélkerrechts, I, pp, 787 ff.; 
Salvioli, in Rivista, XIV (1921-2), pp. 20-80; Merkl, in Zeitschrift fiir 
Offentliches Recht (1926), pp. 497 ff.; Heinrich, ibid., pp. 308 ff. 
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IV 
INTERNATIONAL LAW AND GENERAL JURISPRUDENCE. 


Once the doctrine of international law as a specific law of co- 
ordination has been reduced to its true proportions—i.e. either 
to a denial of international law or to a mere phrase devoid of 
legal consequences—the way is open to a consideration of the 
central problem of intérnational law, which is at the same time 
_ one of the principal problems of the philosophy of law in general. 
Shall international law, by refusing to admit its present imper- 
fections and by elevating them to the autliority of legitimate 
and permanent manifestations of a “‘ specific ’’ law, abdicate the 
task of raising itself above the level of a primitive law of a 
primitive community? Shall it follow that law or shall it claim 
independence of it? ‘The answer, it is submitted, is that, as 
international law is, like any other law, a “‘ law of subordina- 
tion,’’ its future development is conditioned by its incorporation 
into the general principles and conception of law as developed 
by civilised communities without reference to the “state of 
nature ’’ existing among States. The more international law 
approaches the standards of municipal law the more it approxi- 
mates to those standards of morals and order which are the 
ultimate foundation of all law. The time-honoured repudiation 
and disparagement of the analogy with municipal—and, in 
particular, private—law is merely another aspect, or the conse- 
quences of the insistence on, the so-called specific character of 
international law. 

It is better that international law should be regarded as in- 
complete and in a state of transition to the finite and attainable 
ideal of a society of States under the binding rule of law as 
generally recognised and practised by civilised communities 
within their borders than that, as the result of the well-meant 
desire to raise its formal authority qua law, it should be treated 
as the perfect and immutable species of a comprehensively 
diluted genus proximum.” ‘There is an obvious disadvantage 


41 This latter course is generally followed by international lawyers, and 
only in time of international crises disclosing the imperfections of the exist- 
ing law does there reveal itself the tendency towards what we believe to be 
a more accurate approach. TLjszt, the author of the well-known German 
text-book, was in ten editions of his treatise inculcating into the mind of 
the student the view that international law is based on agreement, that 
it is a law different from municipal law, and that the element of compulsion 
must necessarily be absent from it (tenth edition, p. 10). But in the eleventh 
edition, prepared by Liszt himself in 1918, there is a radical change of atti- 
tude (p. 8). International law is there said to be of the same nature as the 
law of the State and the introduction of the factor of compulsion is des- 


cribed as the necessary practical goal of its development if it is to maintain 
itself as law. 
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attaching to the application, in the domain of jurisprudence, of 
the principle of the Gresham law in economics according to 
which bad currency drives out the good one. ‘There is no good 
reason why primitive law, if law it be, should drive out developed 
law as the decisive factor in determining the conception of law. 
A departure from this path of juridical rectitude constitutes only 
an insignificant danger to municipal jurisprudence where what 
has been called “‘ the normative force of social reality ’’ auto- 
matically acts as a corrective to misguided legal theory. In 
international law the effects of such methods are more pernicious. 
They sanction its imperfections. They prevent its development. 
They tend to deprive it of an attainable ideal. It may be 
admitted that the conception of law is a historical category, 
subject to changes of time and space, but because it is a historical 
category it is inappropriate and inadmissible that the conception 
of law gained from the generalisation of a practice in the rudi- 
mentary stage of legal development should determine that of a 
more advanced stage and disintegrate it in consequence. 

It is submitted that the arguments usually adduced in support 
of the legal nature of international law conceived as a “‘ weak 
law ’’*” may be plausible and even scientifically accurate, but 
that their cumulative effect is such as to explain it away to the 
point of extinction. It is possible by reference to the history 
of primitive communities to assert the existence of a legal 
order without a sovereign authority enacting laws; it is possible 
to think of a rudimentary legal order possessing no courts having 
obligatory jurisdiction in the matter of ascertaining disputed 
rights; it is possible to conceive of a system of law having no 
organs for its enforcement and relying for that purpose upon 
self-help. But it is permissible to ignore the vitiating con- 
sequences of any single defect only if other essential elements 
are present to neutralise the results of the shortcomings in one 
particular sphere. ‘To assert the possibility of the existence of 
a legal system in which all these elements are lacking is to 
reduce the conception of law to a shadow of its own self or else 
to apply it in a meaning different from that usually attached 
to it. 

The difficulty is not solved by dint of the assertion that 
primitive communities do offer a historical proof of the possi- 
bility of rudimentary systems of law existing notwithstanding 
these shortcomings. For not only does the designation of the rules 
governing the conduct of its members as rules of law beg the ques- 


42 See, above, p. 304. 
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tion of their legal nature; and not only is a cumulation of these 
shortcomings unknown even to primitive society. The decisive 
factor is that modern States are not primitive communities and 
that there is a patent contradiction in any attempt to construe 
the relations between States of to-day as governed by the law 
of primitive peoples. Civilised States are not primitive tribes. 
Accordingly, lawyers who endeavour to explain by this method 
the perpetuation of the existing shortcomings of international 
law are engaged in a task which is as unscientific as it is 
unprogressive.** This reproach cannot effectively be met by the 
plea that there is nothing contradictory in the fact that States 
with a developed system of law within their borders are governed 
in the relations inter se by a deficient and almost illusory system 
of law. Only the current personification of the metaphysical 
State supported by the questionable doctrine of States as the sole 
subjects of international law enables writers to assert and justify 
the possibility of human beings—for States and governments are 
human beings—adopting fundamentally differing standards of 
order and justice in different spheres of action. 

The notion of law with the help of which the international 
lawyer gauges and determines the nature of the rules which form 
the subject-matter of his science is necessarily an a priori one. 
But this is an additional reason why it should be construed on 
the basis of what is best and most developed in legal experience— 
not on the basis of the emaciated, fragmentary and historically 
questionable experience of primitive communities in past ages. 
It is of the essence of the dignity of legal science—including the 
science of international law—to resist the temptation to lower 
the standard of law to the low level of an avowedly rudimentary 
practice. 

48 Professor Brierly (The Law.of Nations, 1928, p. 52), referring to the 
weakness of international law in regard to the imperfections of its law- 
creating machinery says—rightly, it is submitted—that such ‘“ customary 
law can never be adequate to the needs of any but a most primitive society, 


and the international society of to-day is not, except in the matter of its 
law, at the primitive stage.” 
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The Danube Route-Way in History 
By W. G. East 


Tuat the Danube has afforded a great European “ corridor ”’ 
or ‘‘ natural route ’’ in the past to all kinds of human movement 
is so familiar a statement in the writings of archeologists, 
historians and geographers alike that the historical geographer 
is tempted to employ a generalisation which has become a cliché, 
and one which, if not adequately qualified, may be seriously 
misleading. Napoleon, who campaigned several times on the 
upper Danube above Pressburg, the present-day Bratislava, 
called it, although he knew well both the Rhine and the Nile, 
“the King of Rivers,’’ and Talleyrand’s assertion in 1815 
that at the mouth of the Danube lay the centre of gravity 
of European politics rings oddly, until it is realised that he 
based it on political rather than economic considerations. In 
recent days it has been maintained that, owing to the physical 
conditions of the river and to the distribution of economic 
resources among the riverain states, the Danube as a waterway 
enjoys only a third-rate importance.* In view of the restricted 
use of the river at a time when it has become an internationally 
supervised ‘‘ free ’’ waterway, it is the more desirable to discover 
in the light of historical evidence the réle which it played in 
the human geography of the past. To what extent, it may 
be asked, has the Danube served men as a pathway, either 
along its channel or its valley, in migration, travel, trade and 
war? How far has the river actually provided a ‘‘through”’ 
route-way from the Black Sea towards the upper Rhine? The 
answer to these questions must be sought in terms not only 
of the actual physical conditions of the river—the régime of 
its waters, its shoals, its narrows, its cataracts and its seasonal 
ice, but also of the human conditions or civilisation within the 
Danube basin—the political, economic and social ideas and 
organisation of the bordering peoples. The physical conditions 
of the river have been markedly stable : it is clear, for example, 
that climatic conditions have changed very little in historical 


1H, Ormsby, “‘ The Danube as a Waterway,” Scot. Geog. Mag., April 1923. 
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times, although there were periods when floods and freezing 
were exceptionally severe; and similarly the channels of the 
river remained in their natural state until the nineteenth 
century. Human conditions, in contrast, have continually 
changed throughout prehistoric and historical times, and this 
variable factor is of first-rate importance in any reconstruction 
of past geography: given the best possible natural route by 
land or by water, it will be utilised only when human circum- 
stances are such as to impel men to engage in warfare, migra- 
tion, commerce or travel. “ 

It is necessary here merely to recall the more salient physical 
characteristics of the Danube, particularly those which have 
most evidently influenced communication. ‘The river, which 
flows in a generally easterly direction from the Black Forest 
to the Black Sea, is navigable for some 1,500 miles, at least 
for barges of 200-ton load; the legal head of the river is Ulm, 
but even at Ratisbon and Passau the steamer service during 
the summer high-water season is sometimes discontinued. The 
Danube is an arterial way through Bavaria, Austria, Hungary 
and Yugo-Slavia, whilst it forms a boundary to Czecho-Slovakia, 
Rumania and Bulgaria. The river alternately winds its way 
through the plateaux or plains of Bavaria, lower Austria, 
Hungary and Rumania, or flows in a confined valley through 
a series of defiles, notably between Passau and Krems, between 
Esztergom (Gran) and Budapest, and lower down, between 
Moldova and Turnu-Severin. In its originally unimproved 
condition, it occupied in certain of its reaches a broad and 
complicated network of channels within a flood plain marsh which 
was broadest in summer and was unsuitable alike for settlement 
and for roads. Marshy tracts extend above and below the Vienna 
gorge, between Bratislava and Comorn where the Waag enters, 
further south between Pek and the Drave confluence, and tres 
quently in Rumania below the Iron Gate where the river flows 
below the high bank of the Bulgarian and Dobruja plateaux and 
spreads in varying width over the north bank lunca or flood 
plain. The plain of Hungary, the Bulgarian plateau and 
to a lesser extent the Wallachian plain, all of which have 
low rainfall, are covered with extensive deposits of light, 
porous soils which have been classified rather loosely under 
the term “‘ loess.’’? In the history of the movement and settle- 
ment of peoples in Europe these soils have had distinct 
importance, since they formed areas of steppe pasture and 
agricultural land, relatively free of heavy woodland, within an 
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1.—The Danube and its chief tributaries. 
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encircling sea of temperate forest (Fig. t). Vidal de la 
Blache’s generalised map” of the present distribution of wood- 
land and loess in Europe indicates very clearly the broad but 

2 Tableau de la Géographie de la France (torr), p. 54. Cf. W. G. Ogg, 


Soil Map of Europe (1931), with text, for a newer and more scientific 
attempt to classify soils in Europe. 
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broken belts of loess which stretch diagonally across Europe, 
and which formed zones within which primitive and pastoral 
societies could freely roam. Loess is equally well distributed 
along many Danube tributaries—the Tisa (Theiss), the Temes, 
the Drave, the lower Morava, and the March, whilst there are 
smaller patches in Bavaria; it occurs again in a belt between 
the Elbe and the Weser, in the Main valley, in the middle Rhine 
lands and in Belgium. 

The waters of the Danube are derived from many and varied 
sources: the Black Forest and Bohemian massifs, the Swabian 
Jura, the Alps, the Yugo-Slav karst region, the Balkans and 
the Carpathians. ‘Throughout the whole river water is highest 
in summer and reaches minimum depths in autumn or winter, 
when complete freezing or fast-moving ice may form a serious 
obstacle to navigation. Further, between Ulm and Bratislava 
the gradient of the river is at a maximum, and in consequence 
the current is very swift, so that up-stream movement is now 
costly of fuel, as it was formerly costly of labour. The steep- 
sided valley between Passau and Krems offered only a difficult 
and tortuous route by land along the heights on either bank.°* 
In Hungary, owing to the right-angled bend of the Danube 
above Budapest, the main ‘‘ through ’’ route in _ historical 
times tended to run obliquely to the river, between Vienna 
and Belgrade, a route which avoided a Danube passage by 
crossing the Drave at Eszek. In Rumania, the broad flood 
plain did not provide a suitable emplacement for a road, and 
the main east-west routes followed either along the high 
Bulgarian bank or crossed the Wallachian plain well to the 
north of the river. The most difficult obstacles to movement 
both by river and by valley occur between Moldova and Turnu- 
Severin, where the river, forming a boundary between Rumania 
and Yugo-Slavia, effects a transverse passage through the 
Transylvanian Alps by way of a series of defiles and cataracts 
(Fig. 2). The valley sides are normally steep, and at times, 
e.g. at Kazan, precipitous; there is scarcely a continuous ledge 
for settlements or for a road, particularly on the southern bank, 
where even to-day is found only a difficult track; whilst to 
the north and south of the river the country forms a well- 
wooded plateau, lower in altitude than the neighbouring 
Balkans and Transylvanian Alps, but so deeply dissected by 
numerous north-south flowing rivers and their tributaries as 
to make communication east-westwards very difficult. Passage 


°K, Miller, Itineraria Romana (1916), maps Ppp. 266 and 412, 
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Fig. 2.—The gorge and cataract section of the Danube. Heights are 
shown in metres. Note the narrow channel past the Greben Rocks, the Juc 
cataract, the gorges at and below the Kazan Defile, and the Iron Gate. 


by river was no less impeded by a series of obstacles. The 
Greben rocks formed a cataract and rigidly restricted the 
channel; in the Klissura and Kazan gorges the winding river 
narrows to a minimum of Ioo metres and is confined between 
high rocky walls; it then broadens out to over 1,500 metres, 
but below Orsova, the former frontier town of Hungary, passes 
over the cataract of the Iron Gate, where a reef of hard rock 
lies across the river bed through which, at low water, there 
was only a narrow passage near the southern bank (Figs. 
I (inset) and 2). On account of the confinement of the river in the 
gorges, and of the gradient of the valley, the current was 
extremely strong, especially during high water; when water 
was low, in autumn and winter, great care was required in 
navigating the Greben and Iron Gate cataracts, whilst during 
January and February the river was liable to partial or complete 
freezing. It is clear, in view of all these physical factors, that. 
the channel, above Turnu-Severin, formed almost a_ barrier 
to up-stream navigation in days before river improvement, 
steam power, and even tow-paths for haulage served partially 
to overcome these natural obstacles. It is worth noting that 
at the Iron Gate the Roman geographer Strabo divided the 
Danube into two sections, the Danuvius above and the Ister 
below.* 

The difficulties imposed by both the bed and valley of the 
Danube between Turnu-Severin and Moldova could, however, 
be avoided by routes to the north and south of the river, From 

4 Geography, Book VII, 3, 13. 
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Orsova on the north bank a valley route led across the Banat 
of Temesvar to the Temes river, thence eastwards by the pass 
of the Iron Gate into Transylvania, or westwards to the Tisa 
valley. On the south bank the Timok valley from Vidin 
connected by way of the Straza pass with the Morava valley. 
These routes were local links subsidiary to the more important 
arterial routes which converged on Hungary via the Tisa valley 
from Transylvania and the Morava from Sofia or Nish. 

Finally, below the Iron Gate, the Danube develops into a 
slowly moving stream ranging in breadth from 650 yards to 
a mile. It is generally navigable to flat-bottomed craft; there 
were places where at low water the river was occasionally 
fordable® ; and it is liable to freeze over once in three years. It 
swings northwards and then eastwards again to avoid the 
Dobruja massif and reaches the sea by three main channels 
and seven mouths. ‘This last reach of the river below Braila 
had a special function, since it was commonly navigated by 
sea-going vessels: hence it is now characterised the ‘‘ maritime 
Danube,’’ as it was called the Ister by the Roman geographer 
Ptolemy.°® 

The evidence of archeology, although not yet complete, is 
sufficiently abundant to suggest inferences as to the routes 
along which peoples moved and cultures were interrelated during 
some three millennia B.c. Archzologists continually refer to 
the Danube “ corridor ’’’ which in prehistoric times, they 
suggest, possessed a two-fold geographical significance. First, 
it afforded a relatively open, loess-floored path, particularly under 
the warm, moist conditions of climate in early Neolithic times, 
through regions of dense, virgin forest; and second, the 
lower Danube lay near to the centres of prehistoric civilisation 
in the Aegean basin, and the river and its affluents led 
westwards into the heart of continental Europe. Cultural 
influences, which flowed in both directions between the Aegean 
lands and the middle Danube plains, are clearly evidenced from 
Neolithic times onwards, and a common Neolithic civilisation, 
derived from Aegean sources, was diffused from a base in 
Hungary as far as the Elbe, the Oder, the Rhine and the 
Meuse. ‘There were riverside settlements, associated with 
fishing, on the lower and middle Danube in the Neolithic and 
Bronze Ages, the sites of which were located away from the 

5K. Pittard, La Roumanie (1917), p. 102. 

° Geography, Book III, ro, 1. According to Ptolemy, the Ister was the 


Danube below Axiopolis (now Hinck) a little above Braila, 
7G, Childe, The Danube in Prehistory, p. 1. 
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marshy flood plain where leess hills or terraces reached the river. 
Even so, the extent to which the river route, by land or by 
water, was actually, as it is claimed, a “ corridor ’’ frequented 
by migrators and traders, may well be questioned, particularly 
as regards the lower river from the Black Sea, via the gorges 
and rapids up to Belgrade.* In fact, the Hungarian plain was 
reached by some three alternative routes, which seem to have 
superseded in importance that of the lower Danube valley. The 
Morava-Vardar route from the Aegean was opened up in the 
third millennium B.c., and the south Danubian region was 
brought into the closest cultural association with Macedonia, 
Thessaly and the Aegean, with the result that Hungary and 
these southern lands mutually influenced each other. Further, 
the low passes of the eastern Alps admitted influences into 
Hungary from the eastern Mediterranean via the Adriatic, and 
finally two important links with south Russia and the Black 
Sea were provided by the Tisa and Muros valleys which run 
westwards from the Transylvanian plateau into Hungary. In 
the Bronze Age all of these routes, and that from north Italy 
in particular, were very important. ‘The region between the 
Austrian Alps and Galicia and the Dobruja to the east formed 
a great culture province, the territorial base or centre of which 
was Transylvania with its abundant store of metals, and in 
the first centuries of the first millennium B.c. the characteristic 
feature of its civilisation was its close connection with the bronze 
ware of the Tyrol, of Etruria, and, above all, of the cities 
of Atteste and Villanova in north-eastern Italy.° ‘The invasions 
of the Scyths from south Russia, c. 700 B.c., which abruptly 
ended the highly developed Bronze Age culture of the Carpatho- 
Danubian lands, illustrate the relative importance of the routes 
by land between Hungary and the south Russian steppe. Some 
of the Scyths reached the middle Danube from Galicia by way 
of the Tisa valley and the Jablonita and other passes of the 
Slovakian Carpathians; others moved through Bessarabia, 
Moldavia and by way of the Oituz pass to the Muros and the 
upper Olt; the most intensive migration, however, which was 
towards the warm Mediterranean lands, crossed the Danube above 
the delta, passed through the Dobruja and thus into Bulgaria 


8 It seems highly questionable, on geographical ground, that prehistoric 
peoples succeeded in sailing up the Danube past the Iron Gate. The Greeks 
later did. not do this. G. Childe writes (Antiquity, Vol. I, No. 1, p. 82): 
“ At the moment the lower Danube has yielded only isolated clues... . 
Clear vestiges of the first settlement begin above the Iron Gate.” It may 
well be that evidence of continuous passage. by river is not forthcoming, 

9 V. Parvan, Dacia (1928), pp. 1 and 19. 
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and Thrace. It is significant that, although the Wallachian 
plain was occupied, the passage of the Scyths through and 
beyond the Iron Gate cannot, on the present evidence, be 
proved.*® 

In historical times the Greeks, in the course of their explora- 
tion and colonisation of the Black Sea coastlands, were the first 
people partially to frequent and to describe the lower Danube. 
They made their way through the winding Dardanelles and 
Bosporus, despite their strong currents, and entered the Black 
Sea, about the year 750 B.c., by taking advantage, it would 
seem, of the south-westerly winds which in spring replace the 
north-east trade winds in the Sea of Marmora. ‘They established 
at the mouths of the great Russian rivers colonies which 
exploited the rich harvests of sturgeon and tunny and engaged 
in agriculture and commerce, notably Tyras (Akkerman) on 
the Dniester estuary and Olbia (Nicolayev) at the mouth of 
the Bug. Neither Tyras nor Olbia traded with the lower 
Danube, although the latter had trade relations with Hungary 
and Galicia by way of Transylvania. The colony most 
directly concerned with the Danube was Istria—it took its name 
from the Ister, the Greek word for the Danube—which was 
settled in the seventh century B.c. by Greeks from Miletus. 
Its site, which avoided the low, alluvial marsh about the delta, 
lay in the salt lake Halmyris (Lake Razim) just to the south 
of the delta, on an island which was then washed by the sea 
but has now become enclosed within a lagoon (Fig. 3). The 
chief business of Istria was fishing in the waters of the delta, 
but it developed also commercial relations. ‘There is no literary 
evidence of Greek trade above the Iron Gate, and the presence 
of Greek bronze ware in Hungary is no proof of penetration 
through the Iron Gate, since there were alternative routes 
by land by way of Transylvania or Galicia. 

The extent of Greek commercial penetration up the Danube 
and its tributaries is revealed by recent excavations at Istria 
and other sites in Moldavia and Wallachia. Istria, which 
flourished in the sixth century, at first controlled this trade from 
its fishing preserves in the delta, and later established a fishing 
and commercial station at Barbosi on the river Sereth near its 
confluence with the Danube.** By the third century B.c. other 
Greek cities engaged in trade with the lower Danube: notably 


10 G. Childe, op. cit., p. 394, footnote 9. 
1 Note 9 and Parvan, ‘‘ La Pénétration hellénique et hellénistique dans la 
vallée du Danube,” Bull. Hist. Sect. of Roumanian Academy, Vol. X (1923) 
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Tomi (Constanta) and Calliatis (Mangalia), situated on the Dob- 
ruja coast of the Black Sea, and the Aegean cities of Thasos, 
Cnidos and Rhodes. Merchants from the Greek cities brought 
dried fish, oil, wine and manufactured goods, and exchanged 
them for corn, skins, slaves and honey. In this trade the delta 
channels of the Danube afforded routes, and doubtless wine was 
carried along waterways rather than along roads in order to 
preserve its condition. An overland route to the Danube of 
about a day’s journey for waggons linked Istria and Tomi respec- 


Fig. 3. Greek stations near the Danube delta. Land over 300 
feet stippled. 
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tively with Carsiwm (Hargova) and Axiopolis (Hinck). Already 
by the year 500 B.c. the Danube up to the Moldavian Sereth had 
become a Greek river, and during the following centuries Greek 
merchandise penetrated far up the Danube tributaries of Mold- - 
avia and of Wallachia east of the Olt : up the Sereth to Poiana ; 
from Carsium up the Jalomita to Piscul Crasanilor; up the 
Arges and its tributary the Dambrovita, and finally, up the 
river Olt. Greek trading was most intensive in the first century 
B.c. when Burebista had built up a vast Dacian kingdom which 
included the Black Sea cities from Olbia to Apollonia (St. 
Kyriacos) ; hitherto it had depended much on the caprice of the 
Scythian rulers of the lower Danubian hinterland. 

Under the Roman Empire the Danube was for the first time 
fully explored from its headwaters in the Black Forest down 
to the Black Sea, and—what is specially significant here—for 
the first and the last time in history the whole river was brought 
within a single political organisation. Even so the essential 
function of the Danube in the Empire was that of a political, 
cultural and military frontier between the Empire and the bar- 
barian world outside, although it should be observed that both 
on the upper and the lower river territories were incorporated 
which lay beyond the river: the Agri Decumates in the west, 
and the province of Dacia (Transylvania, the Banat and Wall- 
achia) in the east. The geography of the Danube frontier zone 
is not relevant to the present inquiry, and the question which 
here arises is the effect which frontier conditions produced on 
the use of the Danube as a route by water or by road. It should 
be noted, then, that both the middle river above the gorges and 
the reaches below were navigated by flotillas, but it is clear that 
the cataracts imposed difficulties in the way of direct passage, 
difficulties which, it will be shown, Trajan tried to overcome. 
Middle Danube fleets were attached at different times to Carnun- 
tum (Petronell above Bratislava), an important fortress guarding 
the approach to the Danube from the ‘‘ Moravian Gate,”’ and also 
to Sirmium (Mitrovita) and Siscia (Sisak), both of which stood 
on the road and river routes afforded by the Save valley. The 
Moesian fleet on the lower river was stationed at the fortress of 
Ratiaria (Arzer), and a detachment at Barbosi, the old Istrian 
mart, policed the river Sereth which flowed along the frontier 
between the Roman territories and the nomad, steppe country 
to the east. The craft employed on the middle river were mainly 
oar-driven, as indeed was still the case in the early nineteenth 
century, whilst sea-going vessels, furnished with a single sail as 
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Fig. 4.—Roman roads along the gorge and cataract section of the 
Danube and into Dacia. The modern names are given. Sis Sarmizege- 
tusa, the Dacian capital. (The precarious local route constructed by 
Trajan along the southern cliff of the river between Milanovac and a 
point opposite Orsova, is not shown.) (After K. Miller, Itineraria 
Romana.) P 


well as oars, entered the lower river. The function of the 
Danube flotillas was to carry military stores to the riverside 
garrisons, to transport troops across the river, to form pontoon 
bridges when required, and finally, to frustrate attempts of the 
barbarians to cross the frontier. In the course of the military 
organisation of the Danubian frontier provinces roads were built 
which thus provided a continuous route by land from the mouth 
of the Rhine to that of the Danube, by way of Vindonissa (Win- 
disch), which stands on the river Aare near its junction with the 
upper Rhine.** One road left Vindonissa, crossed the Rhine 
above Lake Constance, and continued north of the lake to reach 
the fortresses of Ratisbon and Passau. Another road—and this 
was the main east-west link—ran from Vindonissa via Augs- 
burg, to the Danube at Vienna and continued via Carnuntum, 
Buda, and Belgrade to Kostolac. Kostolac was a route-centre 
(Fig. 4). One road struck south to Nish, not along the Morava 


12K. Miller, op. cit., pp. 259-68. 
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valley, but along that of the Mlava, which lies eastwards of, and 
parallel to, the Morava; another, en route for Temesvar and 
Dacia, crossed the river to Old Palanka ; and finally, a third road 
followed roughly the line of the river to Milanovac, where the 
river narrows just above the Juc cataract. From this point roads 
led to Orgova along both banks or to Vidin along the southern 
side (Fig. 4), and thence along the elevated south bank of the 
river to the lower Danube and Black Sea cities. In short, the 
Romans created a great military highway, and doubtless its main 
traffic was that of armies and of transport waggons, which could 
move rapidly along short sections of the route as the exigences 
of frontier defence determined. 

The difficulties of passage by road and by river between 
Moldova and Turnu-Severin before the roads described above 
were fully constructed are exemplified by the campaigns of 
Trajan against the Dacians, whose central stronghold was Sarmi- 
zegetusa, near Hatzeg in south-western Transylvania, to the 
west of Sibiu (Hermannstadt). Despite the nature of the valley, 
a whole series of small forts were built on both sides of the 
river at and just above the Iron Gate. During his Dacian wars 
(A.D. 101-6) Trajan used two arterial routes from Italy to the 
Danube : the one, by way of the Save, to Belgrade and to Kosto- 
lac; the other, from Durazzo and Nish, reached the river below 
the Gate at Vidin, whilst the middle Danube above Kostolac was 
used as a waterway. Improvements in road communication along 
the gorge and cataract section of the river were largely due to 
Trajan, who needed improved communications with Dacia. He 
completed a road along the southern bank of the river between 
Kostolac and a point opposite Orgova, which in some places was 
actually hewn out of the hard rock of the river cliff and in 
others consisted of fastened planks overhanging the river. In 
result it became possible to haul ships up-stream and thus to 
bring supplies from the cornfields of Jower Moesia. The famous 
bridge of Trajan, supported by twenty-two stone piers, con- 
structed below the Iron Gate at Turnu-Severin, provided a con- 
tinuous route by land from Durazzo right into Dacia, by Nish, 
Vidin, ‘Turnu-Severin, and thence by either the Iron Gate or Red 
Tower passes. The Emperor was then able to advance towards 
Sarmizegetusa from bases both above and below the Iron Gate, 
and thus to subdue the powerful Dacian kingdom.?* ‘The site 
of the bridge had certain advantages, although the Austrians in 
1697 were unable to build a bridge of boats there owing to the 


18 B. W. Henderson, Five Roman Emperors (1927), ch. xi. 
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breadth of the river and the violence of the winds.1* The river, 
having left the defiles and the Iron Gate, is some goo yards wide ; 
the swiftness of the current is consequently much abated, and 
the masses of floating ice in winter—a serious danger to bridges 
—are broken up above stream in the narrows; and finally, there 
is a firm sand and gravel bed. 

In short, the use of the Roman Danube as a route was essen- 
tially conditioned and restricted by its selection as a military 
frontier. Of necessity, the frontier zone of the Empire was 
peripheral in relation to the chief centres of population and 
wealth within it ; and further, in this instance, the frontier lands 
were both lightly settled and little civilised in comparison with 
the Mediterranean coastlands. Hence it is possible to explain the 
paradox that, although the river appears to have enjoyed greater 
advantages then than at any subsequent period, it failed to play an 
important commercial réle in the Roman world. It was entirely 
under Roman control, whilst the Black Sea was a connecting 
waterway between the frontier regions of the Danube on the 
one hand, and the northern Black Sea coastlands and the Asiatic 
frontier along the upper Euphrates, on the other. Even so, it 
was the Mediterranean Sea which formed the highway of com- 
merce with the Far East and linked up Rome with the entrepét 
ports of Alexandria and Seleucia, the port of Antioch. The 
proverb is right: all roads did, during the Empire, lead to 
Rome. The Danube lay too distant to form an interior highway, 
and trade routes ran rather across than along the middle Danube, 
e.g. up the Muros into Temesvar and Dacia, or into Bohemia, 
the territory of the Marcomanni. 

In the centuries which succeeded the break-down of the 
Roman Empire in the west the middle Danubian lands were 
successively occupied by Germanic peoples or by nomad horse- 
men who were moving westwards from their homes in the 
Russian or Asiatic steppe.’® Clearly, there is no question here 
of movement up the Danube waterway, although when these 
peoples reached the river they continually raided across it by 
using simple boats of reeds or of hollowed tree-trunks. To what 
extent was ingress into the Pannonian (Hungarian) plain made 
along a direct Danube line? What seems in fact to have 
happened is that the lands of the old Dacian kingdom were 


14 T,, F. Marsigli, Description du Danube (1744), I, 25-32. They bridged a 
little higher up, using Banul island. The fate of Trajan’s bridge is somewhat 
obscure : it is not certain that Hadrian destroyed it. Constantine in A.D. 330 
bridged the Danube lower down at the Bulgarian town of Nicopolis. 

15 Cf, J. B. Bury, The Barbarian Invasions of Europe (1928). 
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occupied, and from this base Hungary was reached. Now Dacia 
originally comprised not only the Wallachian plain and the 
Moldavian and Banat plateaux, but also the Transylvanian 
basins of the Muros, the upper Tisa and the upper Olt, which 
were girt around by the Carpathian mountains. In this latter 
region minerals, pasture, timber and arable lands were abun- 
dantly provided, and there were, additionally, numerous natural 
strongholds. Thus it would seem that Transylvania, as in pre- 
historic times, formed the nucleus of culture provinces, in this 
instance, of kingdoms formed in turn by the Visigoths, Huns, 
Avars and Magyars. This being so, it follows that the usual 
routes into Hungary followed the Tisa and the Muros valleys or 
passed along the Temes valley of the Banat, rather than along 
the Roman roads to the north and south of the gorges, roads 
which could easily be blocked. Unfortunately, historical accounts 
of these migrations afford scanty evidence of the precise routes 
pursued. ‘The Goths were the first to occupy Roman Dacia c. 
A.D. 250; in 270 the province was abandoned, and the lower 
Danube re-fortified as the frontier line; whilst by c. 350 the 
Goths had pushed their territories as far west as the lower Tisa. 
Their subsequent invasion of Gaul may have followed the Roman 
Danubian roads; it is known merely that they crossed the Rhine 
and captured Metz. Later the Avars pushed westwards from 
the Volga to the Danube, but, since their progress was arrested 
by the Gepids in Dacia and by the Eastern Roman Empire to 
the south of the Danube, some of them struck off north-westwards 
across the lcess-covered Galician platform as far as the Elbe. 
Eventually, in co-operation with the Lombards in Pannonia, the 
Avars crushed the Gepids at a battle on an unknown site (A.D. 
567) and were able to occupy Pannonia. Finally, at the end of 
the ninth century, after they had been repelled from the lower 
Danube, the Magyars (Hungarians) entered Pannonia from the 
north-east, where passes near the Tisa headwaters give access 
across the Carpathians from Galicia. In short, certain conclu- 
sions may be drawn as to the part played by the Danube in these 
successive migrations. It seems that the prairie and agricultural 
lands of Hungary were occupied by migrators who entered as a 
rule from Transylvania or Galicia rather than by a direct move- 
ment up the lower Danube; that the Danube waterway was not 
used as a route of invasion ; and finally, that the new-comers were 
at least semi-nomadic, and both Pannonia and Dacia became so 
unstable politically as to preclude commercial activity along the 
Danube. It is difficult to believe, therefore, that either the middle 
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or lower Danube formed an important waterway during these 
centuries, 

On the upper Danube below Ulm the river was used within the 
Empire of Charlemagne, who conceived the idea of constructing 
a canal which should run from Bamberg on the Main, via 
Nuremberg to the Danube at Kelheim, utilising the rivers Alt- 
muh] and Regnitz. In his wars with the Avars, Charlemagne 
moved along the south side of the Danube valley using boats on 
the river, as far down as the Raab confluence. He hoped by 
means of the canal to move troops and stores more rapidly to- 
wards the theatre of war on the middle Danube. Had the canal 
been completed,*® it would have carried only a localised traffic, 
the function which it fulfilled when in 1845, as the Ludwig canal, 
it was eventually opened. There was no question in the time 
of Charles the Great of creating an effective waterway between the 
North Sea and the Black Sea. 

Only at the end of the ninth century does commercial activity 
reappear on the lower Danube.’’ From a base in the Bulgarian 
plateau between the Danube and the Balkan Mountains, the Bul- 
garians had built up a powerful and well-organised state, which 
was influenced culturally by the Byzantine Empire to the south. 
The Bulgarian kingdom lay mainly to the south of the river, but 
at its greatest extent it expanded across the delta, and up the 
river beyond Belgrade, a frontier fortress against the less 
civilised Hungarians. Its fortified capital was originally 
Pliska, and later Great Preslav, both of which stood in the 
Dobruja hill country. Great Preslav was a flourishing trading 
city, second only in wealth and size to Constantinople itself, but 
it was reduced to ruins in 972 by the Empire. The port and 
fortress of Little Preslav was a centre of active trade in the tenth 
century with Greece, Russia, Hungary and Bohemia, and is 
represented to-day by the little village of Preslav which stands 
on the southern side of the St. George channel of the Danube 
near its confluence with the Sulina branch. Its commercial im- 
portance depended mainly on its relations with Russia, by way of 
the Dnieper to Kiev, and with Constantinople, by way of the 
Black Sea. Some trade relations with Hungary may have been 
carried on by river, but merchants from Constantinople were 


16 K, Kretschmer, Historische Geographie von Mitteleuropa (1904), p. 213. 
The project proved technically difficult, because of incessant rains, and was 
therefore abandoned. The Ludwig canal is only deep enough for 150-ton 
barges, and it has no less than 100 locks : Gradmann, Siid-Deutschland (1931), 
II, 247-8. 
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reaching Hungary by way of the Maritza-Morava land route. 
The Morava valley provided the essential artery of the Bulgarian 
state, and the Danube was a well-frequented waterway. 

It may well be asked whether the Danube afforded a channel by 
which oriental silks and spices reached central and western 
Europe in the tenth and eleventh centuries. The lower river, it 
has been shown, was navigated by Black Sea shipping ; overland 
routes from China reached terminals on the northern shores of 
the Black Sea; a market for exotic products had certainly deve- 
loped in the west; and, finally, the Mediterranean was virtually 
still a Mohammedan lake. All these factors, it might be thought, 
would have favoured a flow of traffic through the so-called Danube 
corridor, occupied as it was by Christian peoples. What, in fact, 
does history show? It shows that the middle Danube lands were 
as yet so uncivilised and so disorganised politically as to exclude 
commercial intercourse. It was only in A.D. 955 that the Magyars 
were brought decisively to a halt by the western armies at the 
great battle on the Lech river, and the small-scale importation of 
eastern commodities into the lands of the upper Rhine, upper 
Danube and lower Main appears to have been made already from 
the Italian ports, over the Brenner pass and thence to Augsburg 
and Ratisbon, or over the Septimer pass to Lake Constance.** 
In other words, despite adverse conditions, the Mediterranean 
was fulfilling again its old Roman function as a link in the trade 
routes between the Far East and the western world. Only in the 
eleventh century, under the strong and able rule of the Christian 
king, Etienne, were conditions at all suitable to commerce estab- 
lished in Hungary : an Hungarian church was actually built at 
Constantinople, not merely for merchants, however, but also for 
pilgrims travelling en route for Jerusalem. 

It is well recognised that the Crusades, by establishing inter- 
course between the east and west, stimulated commercial activity, 
but their precise effect on the use of the Danube as a route is 
diversely interpreted.’? Evidence available from the twelfth cen- 
tury shows that the river was used along certain sections rather 
than as a continuous “‘ through ”’ route. Wine from Hungary 
was exchanged for salt from Wallachia by river, but the ship- 
ment of oriental commodities along the upper river (of which 


18W. Heyd, Histoire du Commerce du Levant pendant le Moyen Age 
(1923), I, 84 and 903-907; A. Schweiger-Lerchenfeld, Die Donau als Vélker- 
weg, Grossschiffahrtstrasse u. Reiseroute (1896), pp. 363-8; and J. B. Tyler 
The Alpine Passes (1930), pp. 148-53. 

19 H. Hajnal, Droit du Danube International (1929), pp. 2-8. It is worthy 
of note that the author here revises the view of medieval Danube trade 
which he stated in his Danube (1920), pp. 110-11. 
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there is some record) is no indication that the Danube was the 
channel of importation from the east, since these commodities 
were carried overland from the Italian ports to Ulm, Ratisbon 
and Vienna. It is significant, too, that the people of Vienna 
expressed much surprise and interest when in the year 1278 a 
vessel left the town for the Black Sea. 

The Crusaders used several routes in their journeys across 
Europe to the Holy Land.”° In the first and second Crusades one 
of the routes ran overland from Ratisbon to Vienna, thence, leav- 
ing the Danube, to the Drave and Belgrade and by the Morava- 
Maritza route to Constantinople. This itinerary, it will be 
observed, used the old Roman routes, but not the Danube itself. 
The Emperor Barbarossa in the third Crusade sent supplies by 
river from Ratisbon down to Belgrade. But generally in the 
third and later Crusades the sea-routes from Genoa, Marseilles 
and Venice were preferred, whilst in the first Crusade the Roman 
road along the Dalmatian coast was also taken to Durazzo, and 
thence by the Via Egnatia to Salonika. In other words, passage 
by road along the Danube was only one of several routes, and then 
only as far as Belgrade; in fact, for oriental commodities, as for 
pilgrims and crusaders, the most important route between western 
Europe and the Near East lay along the Mediterranean from the 
great Italian and lesser French ports.”* In fact, trading on the 
Danube in medizval times was essentially localised in character. 
On the lower river from Braila up to the Iron Gate, which formed 
the traditional frontier of Wallachia, foreign merchants, e.g. 
Hungarians and Greeks, were permitted (in 1368 and 1413) to 
come and trade: the Genoese, in particular, had stations on the 
river as far up as Calafat, from which they shipped skins and 
grain by way of the Black Sea. Above the Iron Gate the legal 
right of passage along the river was shared by numerous feudal 
authorities and riverside towns. From Budapest up to Ulm 
‘‘ staple ’’ ports with boatmen’s gilds claimed the right of trans- 
shipment of goods reaching their ports, and thus served to 
impede continuous traffic, whilst abuses of power by feudal lords 
who held up boats to ransom were not uncommon. Further, it 
appears that extreme climatic conditions, which must have 
hindered navigation, prevailed during part of the thirteenth and 
the whole of the fourteenth centuries : winter freezing and sum- 
mer floods, exceptionally severe in character, together with years 


20 J, K. Wright, Geographical Lore of the Time of the Crusades (1925), pp. 
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of drought, commonly occurred.” ‘The prosperity of towns like 
Ulm and more particularly Ratisbon must be explained less in 
terms of short-distance Danube navigation than in terms of their 
position at points where trade routes between the Italian cities 
and northern Europe crossed the river.** In short, evidence of 
long-distance up- or down-stream traffic, either by river or road, 
seems lacking, and the inland sea, with fewer human and 
physical obstacles to overcome, despite its pirate coasts, continued 
to receive the main flow of commerce between the east and the 
west. a 

In the sixteenth century the Danube below Comorn became a 
Turkish river. The Ottoman Turks, having conquered the 
Balkan peninsula, entered Hungary via Belgrade, an advance 
which affords one among many illustrations of the much greater 
importance of the route by way of the Morava from the Aegean 
than that by way of the lower Danube from the Black Sea. The 
Hungarian kingdom was shattered in 1526 by the battle at 
Mohacs on the Danube; Vienna was besieged in 1529 and again 
in 1683; and Comorn became a fortified outpost of the Holy 
Roman Empire. In short, political and religious hostility lay 
across the Danube valley, and although trade treaties with the 
Turks were occasionally made, little intercourse except in time 
of war took place. During the sixteenth century there was a chain 
which could be drawn across the river at the Iron Gate. Turkish 
galleys, which sailed up as far as Budapest, passed over the Iron 
Gate at high water, but had at low water to unship their guns and 
anchors and send them by land.** The fact that by a treaty of 1535 
the French were allowed to navigate on the lower river in armed 
ships indicates the insecurity of the conditions for trade, even 
when it was legally allowed. Moldavia and Wallachia were the 
‘“‘ Garden of Stamboul’’: their corn was requisitioned by the 
Turks whose ships collected it at Silistria, Braila and Galatz 
and carried it to Constantinople. Viefina became a frontier city, 
a fortress ever ready for defence. ‘Travellers in the sixteenth 
century avoided it, and it is significant that its bridges over 
what is now called the Danube canal were made of unfastened 
planks of timber which could be removed at short notice in case 
of attack. ‘Travel through Hungary at this time was unsafe 
_ 22 Cf. Pettersson, The Meteorological Journal, Vol. XXXVIII, and Hunt- 
ington and Visher, Climatic Changes (1922), pp. 98-109. Pettersson argues 
that great tidal range produces severe stormy conditions, and shows that 
aS bon range passed from a minimum in A.D. 530 to a maximum in 


23 Cf. the map (8) of medizval roads and cities in south Germany in 
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1932 | THE DANUBE ROUTE-WAY IN HISTORY 339 


owing to brigands who ambushed travellers preoccupied in effect- 
ing passage over insecure wooden bridges. ‘The conditions of 
travel are well illustrated by the journey of Count Busbecq, an 
imperial ambassador sent to Constantinople in 1554.2%% He 
travelled by coach from Vienna to Buda, where he shipped his 
family, horses and coaches into two small boats and a small 
pinnace which was drawn by a tug with twenty-four Turkish 
oarsmen. He moved down to Belgrade almost without a stop day 
and night along the continual meanders of the river, and not 
without difficulties in navigation owing to gales, to overhanging 
trees, and to water-mills which were placed in the channel. Even 
so, Busbecq considered this route safer than that by road, whilst 
it took only five days instead of twelve by land. From Belgrade 
he continued his journey overland by the Morava-Maritza 
route. 

By a series of engagements fought at towns which commanded 
the few essential crossings on the Danube, the Tisa and the 
Drave between Eszek (on the Drave), Mohacs and Belgrade (on 
the Danube), and Szeged (on the Tisa), the Austrians drove the 
Turks from Hungary and restricted them on the Danube in 1739 
to fortified outposts at Semendria, Belgrade and Adah-Kaleh 
(Neu island, just above the Iron Gate). The whole of the 
Danube above Belgrade was therefore brought under the political 
control of Austria and Bavaria, and satisfactory conditions, it 
would seem, were created for the navigation of the river. What, 
in fact, occurred? A regular down-stream passenger service was 
started between Ulm, Vienna and Pressburg, the old Hungarian 
capital. The journey from Ulm to Vienna took ten days, and 
from Vienna to Pressburg eight hours, but there was no up- 
stream passenger traffic, for against the current the journey from 
Vienna to Ratisbon took six weeks.”* Further, the Danube water- 
way as a trade route between Austria and Hungary was scarcely 
utilised throughout the eighteenth century for reasons that were 
political and economic in character. Hungary at this time was 
merely a province of Austria which sought to promote its own 
industries and commerce at the expense of those of the dependent 
kingdom. Moreover, the Hungarian nobility, averse from 
Austria, desired isolation in which they could maintain their 
own power and privileges and enjoy the produce of the Hun- 
garian soil, worked by serf labour. In consequence, when in the 
year 1782-3 for military reasons the Austrian Emperor ordered 


25 The Life and Letters of . . . Busbecq, ed. Forster and Daniell, I, 92-3. 
26 H. Hajnal, The Danube (1920), pp. 114-15. 
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the improvement of the channel and tow-paths of the Hungarian 
Danube and its tributary streams, the local authorities resisted 
this order and, further, threw into the river the tree-trunks 
prepared for tow-paths.?” Another difficulty to navigation was 
the numerous water-mills, of which there were over five hundred 
in the Hungarian Danube below Pressburg (Bratislava). The 
restricted export trade of Hungary in cattle, wool, salt and grain 
was carried overland to the port of Fiume, which was naturally 
well endowed, but badly connected landwards. Only during the 
later decades of the nineteenth century on the initiative of en- 
lightened Austrian rulers were measures effectively taken to open 
up Danube trade into the Black Sea, which had been permitted 
by a Turkish Sened of 1784. In 1786 two ships were sent from 
Vienna to the Black Sea, one of which was sunk by Turkish 
frontier guards, whilst in the following year three Hungarian 
ships carried grain down to the Black Sea. Although some 
successful efforts were thus made, many difficulties other than 
purely political ones still obstructed navigation. Up-stream car- 
riage in oar-driven boats was both slow and expensive: it 
took one month, for instance, to take a load of grain from Pest 
to Vienna, with the aid of eight boatmen, forty horses and 
thirty drivers.”* It is of interest that the Emperor Joseph II, 
in abolishing capital punishment, substituted as hard labour 
punishment the hauling of vessels up the Danube. Further, 
there was the necessity, unless the vessels drew five feet or less, 
of lightening them of cargoes above the cataracts and re-shipping 
lower down. 

In the last phase of Danube navigation to be considered here 
three important and promising innovations were made: in the 
first place, steamships were employed ; in the second, the river 
was brought partially under international control; and lastly, 
engineering was slowly applied to remedy some of the physical 
defects of the waterway. : 

The formation of the Austrian Danube Steam Navigation Co. 
in 1830 captured the imagination of many enthusiasts who 
hoped that the Danube, so little known and so rarely used as 
a long-distance route, would justify in the future Napoleon’s 
designation of it as the “‘ King of Rivers.’”? ‘The operations 
of the Company were confined at first between Vienna and 
Pressburg, but were later extended to Belgrade and beyond. 
An English traveller in 1835 describes a steamship voyage from 
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Vienna to Galatz®: the shoals, e.g. at Gényd above Budapest, 
water-mills, and even the pillars of T'rajan’s bridge at low 
water gave trouble, but passage was easily effected through the 
bridges of boats which had long connected Buda with Pest, and 
lower down, where the river contracts, connected Neusatz with 
the fortress of Peterwardein. Belgrade, with only a few Turkish 
fishing wherries on the river, was described as a city of the 
dead. Transshipment, both for passengers and for goods, 
still remained a normal feature above and below the cataracts, 
in fact, the journey from Vienna to Galatz involved three trans- 
shipments, at Pest, Moldova and Kladovo, which stood below 
the Iron Gate. Water was highest over the rapids during 
summer, but fell during the autumn, the best season for the 
grain trade. If they were unable, through lack of water, to 
steam past the Greben narrows and the Iron Gate reef, 
vessels transferred their passengers and goods into smaller 
steamers and barges at Drenkova (some twenty miles below 
Moldova), from which they were carried to Juc; there they 
were transferred again into larger steamers which conveyed 
them to Orgova; and the remainder of the journey to Turnu- 
Severin—where large steamers awaited—was made by boat or 
by land® (Fig. 2). Serious efforts to deepen and regularise 
the channel by blasting the rocky bed of the river were begun 
in 1832 by Hungarian engineers, but without success, although 
they forged a new land link by constructing a good but expen- 
sive highway between Moldova and Orsova. ‘The Berlin Con- 
gress of 1878 authorised a tax on vessels passing through the 
Iron Gate with a view to financing new engineering works, 
which Austria-Hungary completed by 1899. It succeeded in 
providing a walled channel at the Gate suitable, according to 
seasonal conditions, for vessels drawing from five to eleven feet, 
but the rapidity of the current was actually increased to between 
seven and eleven miles per hour, and a 1,000 h.p. tug is required 
to tow up-stream through the channel a single 500-ton barge 
in one hour. Even so, the tonnage of goods which passed 
through the Gate in both directions had more than doubled 
in 1913 as compared with the average for 1901-5, and much 
the greater proportion went up-stream.”" 


29M. J. Quin, A Steam Voyage Down the Danube (1835), two vols., passim. 
30 This was the practice ata bas in 1857: T. Forrester, The Danube and 
lack Sea (1857), p- 156. ; 
ha tie tobek 7 Hous (1920), p. 167. The traffic further increased 
during the Austro-German occupation in the Great War : see the figures for 
1916 (p. 167). The chief up-stream cargo in 1912 and 1913 was cereals— 
especially maize—petroleum and salt. 
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No less important than the partial removal of the obstruction 
below Orsova was the much-needed improvement of the channel 
at the Danube delta. On the lowest or maritime reach of the river, 
it has been seen that trade by means of sea-going vessels had 
always been a recurrent feature: Greeks, Romans, Bulgarians, 
Italians, and Greeks under the Turkish Empire, had succes- 
sively entered the river to trade at ports above the delta. Early 
in the nineteenth century British ships were appearing 
at Galatz. In 1829, by the Treaty of Adrianople, Russia 
gained control of the Turkish principalities of Wallachia and 
Moldavia and also the branches of the delta. British and 
Austrian vessels seeking to enter the river to buy corn at 
Galatz or Braila were held up by low water over the bars 
off the mouths of the Sulina and St. George channels. It would 
seem that, despite diplomatic representations and in order to 
favour the grain trade of their new port of Odessa, the Russians 
were unwilling to improve the approaches to the Danube. They 
refused, further, to re-employ a simple Turkish practice which 
had succeeded in maintaining an adequate depth of water over 
the bars: this was the attachment of an iron rake to all vessels 
leaving the river, with the result that the surface sand and 
mud of the bar were disturbed and carried away by the river 
current. It became normally necessary for ships to unload their 
cargoes into lighters in order to pass over the Sulina bar, and 
the dangers, expense and inconvenience of this operation, 
and the consequent high freight costs to Galatz, induced the 
Austrian Steamship Co. between 1840 and 1843 to employ an 
overland service from Cernavoda on the Danube above Braila 
to Constanta on the Black Sea coast, whilst for similar reasons 
in 1860 an English company built the first railway in Turkey, 
along the depression which marks this route. But the port of 
Constanta was not adequately equipped to serve the needs of this 
trade, and thus it became the more ithperative to improve the 
channel of the delta. Incidentally, it is worth recalling how this 
short land bridge across the Dobruja was similarly used by the 
Greek colonies on the Black Sea coast, and how Roman Emperors 
fortified it with earthworks and a wall. 

The Danube at length became a “‘ free’? river by the Treaty 
of Paris of 1856, and a European Commission was empowered 
to control and improve the approaches to the river, at first up 
to Isatcha and later up to Braila. Drastic improvements of 
one of the delta channels was necessary, whilst pilotage arrange- 
ments and rules for navigating the delta scarcely existed. Of 
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the two chief channels, that of St. George was deeper, its 
approach more sheltered and its direction (ESE.) more con- 
venient than the Sulina, which, on the other hand, was shorter 
and had deeper water over its bar.®? In 1856, to quote an 
official report,** ‘‘ the entrance to the Sulina branch was a wild 
open sea-board, strewed with wrecks, the masts of which sticking 
out of the submerged sandbanks gave to the mariners the only 
guide where the deepest channel was to be found, while the 
banks of the river near its mouth were only indicated by clusters 
of wretched hovels built on piles, and by narrow patches of 
sand skirted by tall reeds, the only vegetable product of the 
vast swamps beyond.’’ Sulina was a small settlement of fisher- 
men, lightermen, pilots and tavern-keepers, whose livelihood 
depended mainly on the difficulties to which vessels were sub- 
jected by the bar, which lay only half a mile from the Sulina 
entrance. In the course of some fifty years the European 
Commission effected real improvements at the delta. The 
Sulina channel, the one selected for improvement, was 
deepened and straightened up to Ismail by canalisation and 
reduced in length from 54 to 42 miles, whilst it was deepened 
to a minimum depth of 24 feet in 1902 compared with only 
eight feet in 1857. Further, by a timely co-operation of nature 
with man, the bar was removed, since no sooner had engineers 
constructed two long piers into the sea at the Sulina mouth than 
a high river flood (in the year 1861) submerged the whole delta 
and swept away the bar: thus at the end of the century there 
was some 24 feet at the Sulina entry as against eight feet in 
1857, so that ocean-going vessels up to 6,000 tons could ascend 
with full cargoes to Galatz. Moreover, the approach to Braila 
was improved by the removal, in 1895, of the Zeglina shoal, 
which stood just below the junction of the Sereth. 

What were the effects on the use of the Danube waterway of 
the application of steam power to ships, on the one hand, and 
of the application of engineering to river improvement, on the 
other? No attempt can be made here either to review the 
imperfect statistical data** on the river’s traffic available in 
the latter half of the nineteenth century, or to analyse the 
present traffic of the river, but a few general observations may 
be made. Commerce conducted along the Danube waterway 
undoubtedly grew to dimensions never before reached; but in 

32 Forrester, op. cit., Captain Spratt’s Survey, cited pp. 22-8. 

33 Parliamentary Papers (1907), LXXXVII, Sir H. Trotter’s Report. 


34 Cf, Hajnal, The Danube; C. V. Suppan, Die Donau und ihre Schiffahrt 
(1917); and C. J. Baicoianu, Le Danube (1917). 
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1911—a typical pre-war year—freight carried on the Danube 
was less than seven million tons, and the small relative 
importance of this figure can be gauged in comparison with that 
for the Rhine—fifty-seven and a half million tons on a waterway 
of only one-third the length.** There was not, and is not, 
any long-distance through traffic, e.g. from the Black Sea 
to the German ports of Passau and Ratisbon, and the German 
dream of a serviceable river and canal-way from the North Sea 
to the Black Sea has never been realised.** The Austrians 
certainly developed an active up- and down-stream trade, and 
even tried in the 1840’s to open up trade with Persia by way 
of the Danube, the Black Sea and Trebizonde. ‘Their trade 
with Galatz and Braila was carried on mainly via the Black 
Sea from Trieste and Fiume, whilst on the river itself their main 
business was derived from the up and down traffic between 
Budapest and Semlin and on the tortuous river Tisa up to 
Szeged. The cereal trade of Galatz and Braila, ports at the 
junction of river and oceanic shipping, became important, but 
in post-war years has declined. Agricultural products, which 
form still the chief Danube cargo, were carried up- and down- 
stream, along different stretches of the river, whilst down-stream 
Germany, Austria and Bohemia sent manufactured goods. 
Unfortunately the high cost of up-stream freight restricts the 
carriage of cereals, which are produced down-stream, in Hungary, 
Jugo-Slavia and Rumania, and are required up-stream, in the 
industrialised states of Austria, Czecho-Slovakia and Germany. 
In post-war years the creation of new states along the Danube, 
each with its own tariff restrictions, and the contraction of inter- 
Danubian trade, have adversely affected the use of the river, 
whilst the desired minimum depth of two metres at low water 
throughout the whole waterway—the depth required for barges of 
650 to 700 tons capacity in use above the Iron Gate—has not been 
maintained. In 1923 and 1924 the freight carried on the river did 
not reach four million tons, although there was a marked increase 
in 1925.°’ The river carries a large number of passengers along 


35. W. D. Hines, Report on Danube Navigation (1925), p. 12. 

36 This is still a considered German project (cf. the Observer, March 
27th, 1932) which offers no technical difficulties. It would be necessary to 
regulate and deepen the river Main between Aschaffenburg and Bamberg, 
the Danube between Kelheim and Passau, and the old Ludwig canal 
between Bamberg and Kelheim. In the event of the development of any- 
thing like a Danubian confederation the project would have a new interest, 
but in the present circumstances is it an economic proposition ? 

87 Hines, op. cit. Recent League of Nations’ figures are available to show 
the trade between the Danubian States, but they do not show what propor- 
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various stretches below Passau : the traffic begins about April rst, 
and local services are generally continued until stopped by ice. 

The réle of the Danube in history has scarcely been, there- 
fore, that of a ‘‘corridor’’ or ‘‘ natural route’ for long- 
distance traffic, along its whole length, either from the west 
or from the east, either directly along its valley or along its 
waterway. Migrators from the east have constantly sought the 
loess-covered plains of Pannonia (Hungary), but they have 
reached them by diverse routes, the most important of which 
run obliquely to the Danube, namely those marked out by the 
valleys of the Tisa, the Muros and the Morava. Furthermore, 
the Danube never effectively challenged the Mediterranean Sea 
as a link in the trade route between the Far East and western 
and central Europe; whilst the bulk of the grain from the lower 
Danube lands has always been carried seawards rather than 
up-stream. The Black Sea, especially after the opening up 
of the oceanic route to the east and the discovery of America, 
became an inland lake of small relative importance; whilst, 
controlling the commercial activities of that sea, Constantinople 
ever attracted barbarian, pilgrim, soldier and merchant from 
the middle and lower Danube, and stood at the terminus of 
the trans-European overland route. ‘The whole history of 
the Danube river shows not only how seldom human condi- 
tions have favoured the full utilisation of the river and its 
valley as a route, but also how permanent, under the changing 
conditions of civilisation, have been the limitations imposed 
by physical geography. No effort of man can remove the 
hindrances, expressing themselves in economic terms, which 
are imposed by seasonal changes of water-level, by swift-flowing 
currents, and by winter ice. Nor—and this is more important 
—can human effort furnish the Danubian lands with the produc- 
tive coalfields which have revolutionised the commercial 
importance of the lower Rhine ports. And, finally, if in pre- 
railway days the trade of the river reached only moderate 
proportions, how can it prosper under railway competition? In 
short, it is rather in relation to the regional life of its bordering 
lands and cities that the importance of the Danube route-way 
above Braila must be measured, and its true greatness, past and 
present, resides less in its character as an arterial way than in the 
wild beauty of its gorges and in the fine sweep of its plains. 


tion is river-borne. It is significant, however, that inter-Danubian trade 
shows some decline during the last few years. 
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The Diagrammatical Representation 
of Cost Conditions in International 


Trade . 


By A. LERNER 


In the Weltwirtschaftliches Archiv for July 1930 Dr. Haberler 
suggests that Barone’s figures for the treatment of International 
Trade need not be restricted to conditions of constant costs, 
as Barone’s rectilinear figures might seem to imply, but can 
be supplanted by production indifference curves. In this con- 

nection the following constructions suggest themselves. 
(1) In fig. rt ab and a’b’ are production indifference 
curves of two coun- 


a tries in the same two 
commodities, say wheat 
n P measured along the 


_horizontal axis and 
cloth measured along 
the vertical axis (so that 
any point p on the curve 
represents t he possi- 
bility of the country 
producing np wheat+ 
mp cloth). The nega- 
tive slope of the curves 
represents the necessity 
of producing less of one 
commodity in order to 
produce more of the 
other, and the con- 
vexity (upwards) of the 
curves, or increasing 
negativeness of the 
slope from a to b repre- 
sents the condition of 
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increasing marginal cost of the production of one commodity in 
terms of sacrifice of the other. 

To obtain a composite production indifference curve for the 
two countries taken together: Along the Y axis mark the 
point A so that OA=oa+o'a’. From A draw that part of the 
curve ab or ab’, starting from a or a’, whose slope is the least 
negative. Continue this slope to the point where it becomes 
parallel to (or just as negatively inclined as) the beginning 
of the other curve. Continue to add increments taken from 
these curves in order of least negative slope until the curves 
are exhausted. When this occurs the curve AB will have been 
formed so that B will be on the X axis and OB equal to 
ob+o'b’, since the sum of the downward movements of the 
increments of which AB is made up=the sum of the downward 
movements of the curves ab and a‘b’=o0a+o'a’=OA, while the 
sum of the horizontal movements similarly =ob+ob’. 

The curve AB will be the compound production indifference 
curve of both countries taken together. OA will represent 
the amount of cloth the countries can make if they concentrate 
all the resources on cloth-making. The least negative parts 
of ab or a’b’ represent those transferences of resources from 
cloth-making to wheat-growing which give the greatest amount 
of wheat per unit of cloth sacrificed. As the process continues 
and we transfer more and more resources from cloth to wheat, 
less profitable transferences have to be made—more and more 
negatively inclined increments of curve are added until at OB 
all the resources are applied to wheat and the output is equal 
to the sum of the amounts of wheat that each could produce 
separately, ob+o'b’. The gains from international trade cannot 
take place when both countries are producing only one and the 
same commodity. ‘These gains, when they are possible, are 
shown in the middle region of the curve AB which here gives 
greater values of x and y than the separate curves. 

(2) To show the conditions of international trade, let a con- 
sumption indifference curve’ CI touch AB in P. At P draw 


1 The consumption indifference curves in this paper are curves-which show 
by their slope at any point the rate at which the commodities will exchange 
against one another when the quantities produced are-those indicated by 
the co-ordinates of that point. It may be objected Yhat they are not pure 
“ indifference ’’? curves as their shape would depe on the distribution of 
resources and would be affected by what is actydily produced. This, how- 
ever, does not matter, for although one canngf say that the community 1s 
“ indifferent,” in terms of absolute satisfacgyfon, to the different points on 
an indifference curve, yet the behaviour of the community with respect to 
these curves is exactly comparable to that of an individual with respect 
to his true indifference curves. This, -¥ think, could be demonstrated, but 
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the tangent to the two curves. Draw tangents to ab and to 
a'b’ parallel to this tangent, and from the points of contact P, 
p, and p’ draw perpendiculars PM, PN, pm, pn, pm’, and pn’ 
to the axes. Then, in equilibrium, the total production of wheat 
will be OM of which om is produced in the first country and 
om’ in the second country, while the total production of cloth 
will be ON, with on produced in the first country and o’n’ in 
the second. 

The production in the two countries indicated by the diagram 
is a possible condition of equilibrium because : 

(a) on+o'n’=ON while om+om’=OM. AN is equal to the 
total downward movement of the curve AP, but this curve is 
less negatively inclined throughout than the tangent at P and 
must therefore be made up of those parts of ab and a’b’ which 
are less negatively inclined than the tangent, i.e. it is made 
up of ap and a’p’,, so that its total downward movement (AN) 
is equal to the downward movements of its two components an 
and an’. AN=an+a’'n’, 

OA=oa+0o/a’ 
OA-—AN=oa-an+o'a'—a'n’ 
ON=on+on' 
Similarly OM=NP=the sum of the horizontal movements of 
AP and therefore of apt+a'p’=np+n'p'=om+om’, 


(b) The tangents are parallel at p and p, signifying that 
agreement between relative marginal costs, and therefore of 


relative prices, which is necessary for international trade 
equilibrium, 


\, 
\ 


~ 


it is not necessary here where all that is done, aft i i 
equilibrium conditions. ” a . pie eunane see 
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The position indicated in the diagram is the only one which 
satisfies the conditions of equilibrium because : 

(a) No other position can give as large a product. If we start 
from a position like the one indicated, we can only get another 
position producing the same amount of one of the commodities 
by increasing the production in one of the countries and 
decreasing it in the other by an equal amount. If we do this 
we will always find the amount of the other commodity has 
diminished. In fig. 2, starting from a position of equilibrium 
as shown in fig. 1, an attempt is made to find another position 
of equilibrium producing the same amount of wheat by shifting 
from om and o’m’ to os and o's’ so that ms=m’s’. Since the 
tangents at p and p’ are parallel and wr=ms=s'm’=w)p, the 
triangle pwr=the triangle r’w’p’, so that pw=r'w’ and nv= 
vn’. But since the curves are convex, nt, the diminution in 
cloth-production in the first country, is greater than nv, while 
n't’, the increase in cloth-production in the second country, is 
less than v'n’ and so less than nv. ‘That is to say the amount 
of cloth produced is less than in the position from which we 
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started and so cannot be a position of equilibrium. This is 
more easily seen from the fact that 

(b) at q and q’, the points on the curves representing the 
production in the new position, the tangents will not be parallel, 
since the tangent at q will be more negatively inclined than 
that at p or p’, while the tangent at q’ will be less negatively 
inclined. ‘This means that the relative prices of the commodities 
will be different in the two countries—a condition clearly 
incompatible with equilibrium. 

(3) All diagrams of this kind can be. obtained by the 
alternative method of imagining one of the curves being moved 
round the other curve so that its axes remain parallel to the 
axes of the other while its origin is kept on the other curve, 
then the curve marked out by the parts of the moving curve 
furthest from the origin of the stationary curve will be the 
compound indifference curve, the outer curve representing the 
optimum combinations of the production of both countries. 
This is illustrated in fig. 3, and is applicable to all shapes 
of curves, nor does it matter which curve is kept stationary 
and which is moved round. Although this way is more vivid 
it has the disadvant- 
age of not showing so 
clearly, at first sight, 
what shape the com- 
pound curve will have. 


4 p a (4) The rules given 
in section (1) for the 
construction of the 

\ compound production 


p «indifference curve can 
be directly applied to 
a number of cases 
simpler than the one 
there given. Where 
every part of one 
of the curves is less 
negatively inclined 
than any part of the 
other curve, the whole 
of one curve will be 
incorporated in the 
composite curve before 
the next is started. 
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This will be the case whether the conditions are those of 
increasing cost, as represented by convex curves, constant cost, 
as represented by straight lines, or decreasing cost, as repre- 
sented by concave curves, or whether one country has increasing 
and one decreasing cost. The compound indifference production 
curve AB, will in each of these cases be made up of two parts, 
AC, which is simply a’b’ transported, and CB, which is ab trans- 
ported, so that ADC=a’'o'b’ and CEB=aob. 

Under these conditions it can be shown that at least one of 
the countries must completely specialise, producing only one 
commodity, and this is brought out in the diagrams by the 
impossibility of drawing parallel tangents to the two curves, 

The possible gain from international trade is indicated in 
these cases by the outward slope of the curve from A and B 
towards C and the projection of C at the point of most effective 
international specialisation, when each country is producing only 
the commodity for which it is better fitted. This projection 
is seen to be weakened by increasing costs and is sharply 
emphasised by decreasing costs. 

Since C is a projecting point it may lie on a consumption 
indifference curve at a point where the tangent to it will not 
be parallel to any possible tangents to either ab or a’b’. This 
means that the conditions of production represented by the point 
C (complete specialisation by both countries) does not uniquely 
determine the relative prices of the two commodities but leaves 
them only limited by the shapes of the constituent curves 
between the relative prices indicated by the tangents to ab at a 
and to a’b’ at b’. 

This freedom is least with increasing costs, is greater with 
constant costs and is greatest with decreasing costs. Within 
these limits the relative prices are determined entirely by the 
consumption indifference curves. This is important in so far 
as C is a projecting part and therefore very likely to lie on 
a maximum consumption indifference curve. It becomes more 
important with constant than with increasing costs and still 
more important with decreasing costs for the double reason 
that in this order 

(a) the point C projects more, and 

(b) the field for unhampered decision of relative price by 
demand alone becomes wider. 

The same argument will apply to projecting points arising 
below, and it must be borne in mind that this kind of dis- 
continuity can also arise in the curves for one country. 
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(5) By an argument similar to that of fig. 2 it can easily 
be proved that with two concave curves (that is with decreasing 
costs), one country at least must specialise. Just as the argu- 
ment of fig. 2 will apply not only to 


(a) two convex curves, but also to 

(b) one convex curve and one straight line, and 

(c) one convex and one concave curve where the convexity 
is greater than the concavity, 


so the argument here will apply not only to, 


(d) two concave curves, but also to 

(e) one concave curve and one straight line, and 

(f) one concave and one convex curve where the concavity 
is greater than the convexity. 


There remain two intermediate cases : 


(g) two straight lines (which must be parallel if they are to 
be considered as capable of having parallel tangents), 
and 

(h) one concave and one convex curve where the concavity 
1s just equal to the convexity. 


In these two cases production is indeterminate, the same 
product, within certain limits, being obtained whether there 
is specialisation or not. 

(6) The compound production indifference curve formed from 
two concave curves, will be of the form shown in fig. 5 

AEC=DHB=aob, AFD=CGB=a"ob’. 

ACB and ADB must be considered as alternative curves each 
made up of aob and a’o’b’ in succession, but the two compound 
curves having them in different order, and the ‘‘ effective ”’ 
production indifference curve AKCI,DRB must be considered 
as made up of sections taken from these alternative curves. 

To find the distribution of production in the two countries, 
mark the point P where the highest consumption indifference 
curve touches AKCLDRB and draw the perpendiculars PM 
and PN to the axes. P will be on either ACB or ADB. Of 
these two consider only the curve on which P lies. This curve 
is made up of ab and a’b’ and P will be on the section correspond- 
ing to one of these. Mark a point p or p’ on the original curve 
at the corresponding spot (by “‘ parallel tangents’? or by 
measurement from A, B, C or one of the axes) and draw 
perpendiculars to the axes pm and pn or pm’ and p’n’. The 
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point p or p’ will mark 
the production in this 
country. The other 
country will specialise 
entirely in the com- 
modity of which this 
country is not produc- 
ing the amount indi- 
cated by P. 

C and D are protrud- 
ing points of specialisa- 
tion where the econo- 
mies of decreasing cost 
are best realised and 
seem very likely to lie 
on maximum consump- 
tion indifference curves. 
K, L and R are points 
which allow of two 
alternative arrange- 
ments of production as 
they are upon both the 
ACB and upon the 
ADB curves, it seems, 
however, very unlikely that any of these should lie on a 
maximum consumption indifference curve. The relative prices 
of the commodities are indeterminate at these points between 
the limits indicated by the two tangents that can be drawn to 
the two curves at each of the points and would be decided by 
conditions of demand. 

This procedure will also be applicable where there is one 
concave curve and one straight line and where there is one 
concave and one convex curve if the concavity is greater than 
the convexity, these being the group a, b and c of section 5. 
In these two latter cases, however, the curves cannot cut more 
than once and in any of the cases they may not cut at all. 


(7) A consideration of how curves of the same shape are 
compounded leads us to the conclusions that 


(a) where the curves are parallel straight lines representing 
relative costs constant and the same in both countries, 
we have a position the converse of that at the point C 
in section 4. Prices are fixed by supply conditions 
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independently of demand, while the distribution of 
production is a matter of complete indifference. 

(b) With similar convex curves, the compound curve will 
differ from the constituent curves in nothing but scale. 
The industries will be in the same relation to each other 
in both countries. 

(c) With similar concave curves, the relative size of the two 
countries becomes relevant. Where one country is 
larger than the other we will get fig. 5. As the 
disparity increases C and D move- away from each 
other, and conversely. When the countries are of the 
same size C and D coincide as also do the alternative 
curves ACB and ADB. This means that the size of 
the country is important where there are decreasing 
costs since these, being profitable, will be carried to 
the limit, i.e. one country must always specialise as 
shown in section 4. The duality of the curve means 
that it does not matter which country will specialise. 


(8) With one concave and one convex curve, if one is more 
inclined throughout than 
a the other, we get the 
simple case of addition 
dealt with in se¢tion 4. 
Where the curves con- 
tain points of similar 
slope, we must consider 
whether the concavity is 
greater than the con- 
vexity or vice versa. 

If the concavity is 
greater, we can proceed 
exactly as in the case of 
two concave curves (sec- 
tion 7). When the con- 
vexity is greater we must 
follow the principles of 
section (1) where there 
were two convex curves. 
There is, however, the 
complication that in 
order to keep on points 
Fig. 6. of parallel tangency 
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we have to go up one curve while we go down the other, so 
that in drawing the compound curve we must subtract bits 
corresponding to bits of one curve while we add bits of the 
other. This is shown in fig. 6. The slope at k’=that at b and 
the slope at I’=that at a. AKL is the same shape as a’k'l’ and 
K'L’B the same as k'l’b’. LK’ is equal in length to ab-k'l’ 
and is obtained by adding bits of ab while subtracting bits 
of k'l’ of the same change of slope. No part of ab is incorporated 
in AB until we come to L because although the slope at K 
is the same as the slope at b, the part of ab in the vicinity 
of b is not approachable until the distance along the curve from 
a has been traversed and we cannot incorporate any of the 
curve in the vicinity of a until at L we have a slope the same 
as that at a. In applying the consumption indifference curve 
to this figure it must be remembered that between A and L 
as also between K’ and B the first country is completely 
specialising and only between L and K’ can we apply “‘ parallel 
tangents.”’ 

The two humps of this diagram mean that in these ranges 
of supply advantage can be taken of the decreasing costs in 
the first country through its specialisation, while the hollowness 
of LK’ represents the loss of these economies when specialisation 
has to be given up. 

As ab becomes more concave, it goes through the same change 
of slope in a shorter length of line, and so LK’ which=ab-k'l’ 
becomes smaller and I, and K’ approach one another. When the 
concavity is just equal to the convexity L, and K’ coincide and 
the compound curve is made up entirely of sections of a’b’. In 
this case the first country must always specialise unless, as 
is almost inconceivable, the protected point L (=K’) lies on 
a maximum consumption indifference curve. If ab becomes 
still more concave, concavity becomes greater than convexity, 
a case already dealt with. 

If ab becomes less concave, it gets through less change of 
slope and k’ and 1’ tend to approach. LK’ will become less 
concave too and longer. In the limit, when ab becomes a 
straight line, k’ and 1’ coincide, as also do K and L, as well as 
K’ and L/, while LK’ becomes a tangent joining the two humps, 
is equal in length and slope to ab, and will join two sections 
of AB which if put together will make a curve like a’b’. 

In this way can be illustrated the conditions, say, under 
which each country will produce some of each commodity. These 


are: 
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H 


. Points of parallel tangency. 

. At least one curve must be convex. 

3. If the other is concave the convexity must be greater than 
the concavity. 

4. The indifference consumption curve must touch the com- 

pound curve at a point of parallel tangency. 


Which means: 


1. There must be possible some arrangements of production 
for which relative (marginal) costs will be equal in the 
two countries. 

2. At least one country must be producing under conditions 
of increasing costs. , 

3. These increasing costs must be increasing more rapidly 
than decreasing costs, if any, are decreasing in the other 
country. 

4. The demand must be such as to bring production to a 
point of equal relative (marginal) costs in the two 
countries. 


N 


(8) It is perhaps hardly necessary to point out that these 
curves do not tell how much is gained by international trade. 
That must depend, in part, upon the shape of the consumption 
indifference curves and upon how the demand they represent 
is distributed between the two different countries. If the con- 
sumption indifference curves of the separate countries when 
applied to the separate home country production indifference 
curves give the same production as is indicated by the applica- 
tion of the joint consumption indifference curve to the compound 
production indifference curve, then no gain is possible from 
international trade (nor is any international trade possible) even 
in the most favourable-looking cases of decreasing cost and 
relative advantages throughout. On the other hand, in such 
an unlikely looking case as the two Similarly shaped convex 
curves, where there are no decreasing costs to be exploited or 
comparative advantages to be obtained, there can still be great 
gains from international trade if one country wants much cloth 
and the other wants much wheat; for in these conditions inter- 
national trade will avoid the increasing costs that specialisation 
would entail. 
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Decasualisation of Dock Labour at 
the Port of Bristol 


By W. HamiLTon WHYTE. 


Sirk WiiiiaAM BEvERIDGE has laid it down “that for the 
abolition of distress through chronic underemployment in dock 
and wharf labour three things are required : first, registration to 
prevent the inflow of unnecessary labour ; second, reorganisation 
of methods of engagement and pooling of labour supply so as to 
get the work of the port done by the smallest possible number 
of individuals with as little unemployment as possible; third, 
maintenance of the men in those intervals of unemployment or 
of waiting in reserve which remain.’’—Unemployment, 1930 
Edition, p. 321. 

In the following article a brief outline is given of the progress 
achieved in the direction of registration and reorganisation at 
the Port of Bristol, especially during recent years. In the course 
of these experiments difficulties have arisen, some of which are 
here set forth. As to the question of maintenance, the extension 
of unemployment insurance to the dock industry has for the 
present rendered a special scheme unnecessary. The results, 
however, have not been satisfactory, and local inquiries have 
recently been undertaken to which reference is made below 
which throw considerable light on the present situation. 


I. REGISTRATION. 


The Bristol Port Labour Committee was originally formed in 
1916 when Port Labour Committees were established in various 
ports to regulate employment during the stress of the war. 
Bristol has the distinction of being the sole survivor of this 
group although it was reconstituted after the war. The Com- 
mittee is appointed by the Minister of Labour on nominations 
submitted to him. It consists of a panel of five persons represent- 
ing the employers, five representatives of the Transport and 
General Workers Union along with a Port Labour Adviser and 
the Manager of the Labour Exchange, who acts as secretary. 
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The number of firms who stamp registration books is approxi- 
mately one hundred, and every employer of dock labour whether 
a member of the employers’ organisation or not is held to be a 
party to the registration scheme and must carry out the regula- 
tions. All registered men must be members of the union. The 
general scheme includes all casual workers whose wages are 
governed by the National Dock Agreements (other than certain 
licensed boatmen). Permanent dock employees are dealt with 
separately. Books are issued to registered casual workers show- 
ing the holder’s name, age, address and registration number. 
At first the man’s usual occupation was inserted, but this has 
since been deleted as it conveyed the impression to the men that 
they were entitled to confine their activities to a particular grade 
of work. No man who is not in possession of a book is engaged 
until all registered men are placed. The books are stamped with 
an official stamp by the employer in respect of each day’s work. 
They are collected by the employer’s representative at each 
engagement and retained until the termination of the job. 
Special machinery has been set up to deal with cases of mis- 
conduct. Every six months all the registration books are 
exchanged and no fresh book is issued to any man who cannot 
satisfy the Committee as to the reason for his inability to obtain 
a reasonable amount of work. ~All men registered under the 
scheme constitute what is known as Group A and are given black 
books. In addition to Group A there is a second group, Group 
B, which constitutes a reserve pool from which experienced dock 
labour can be supplied. Group B also affords some protection 
to unregistered men who have been engaged in dock work during 
times of shortage in the past. Men in this group, which is 
small, receive green books and are engaged at the call stands 
after all the Group A men present have been engaged and before 
any unregistered men are taken on. Recruitment in general has 
been closed for years and only specidl types of applicants are 
now considered. Every six months, when the men’s books are 
exchanged, interesting and important statistical data is collected. 
The number of men registered has fallen by over 500 in six 
years. This, however, has not been accompanied by a corre- 
sponding rise in the percentage of available employment. 
Various reasons may account for this, but there seems little 
doubt that the most important has been the prevailing depression 
in trade. This is confirmed by one table which shows that the 
average number of men employed per day has fallen from 2,274 
in 1924 to 1,614 in 1931. Another factor is the increasing use of 
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machinery, involving a permanent displacement of dock labour. 
The returns also indicate that since recruiting ceased the number 
of men between the ages of twenty and fifty has steadily fallen, 
whilst the number between fifty and seventy has correspondingly 
risen, the largest number now being within the age groups of 
forty-one and fifty. This rise in the aggregate age of the 
registered men normally would suggest a fall in the standard of 
efficiency. But such a conclusion is not upheld by those admini- 
stering the scheme. Employers and trade union representa- 
tives alike contend that most of their difficulties concern the 
younger men with few obligations while the older men generally 
are preferred as more reliable workers. 

These data, while indicating considerable progress along certain 
lines, also suggest unsolved problems. For example, the highest 
number of men employed in any one day in 1930 was 2,754, the 
lowest 555 with an average of 1,614, whereas the total number of 
men registered at the end of the year was 3,056. The registered 
total, therefore, was still considerably above the peak demand, 
and nearly double the average demand for labour. 


II. REORGANISATION. 


The object of registration is to reduce the volume of labour 
from which the employer draws his supply to the minimum 
necessary, and progress in this direction depends partly on the 
efficiency of the organisation by which the supply is used. In 
other words, the size of the quota depends to some extent on the 
mobility of the labour it includes. The methods adopted to over- 
come this difficulty at Bristol vary in accordance with differences 
in the geographical situation. The Port of Bristol consists of 
Avonmouth and Portishead Docks and the City Docks. The 
Avonmouth and Portishead Docks are totally enclosed. This 
simplifies the problem since calls are made at centralised call 
stands at the dock gates. The City Docks were made by the 
dockisation of the tidal rivers Avon and Frome and extend 
unenclosed for several miles through the City. The methods 
of engagement here are necessarily more complicated. Engage- 
ments are made (a) at the ship’s side irrespective of starting time ; 
(b) at 8 a.m. and 12 noon at ship quay or shed according to place 
of employment; and (c) all other calls are made at the surplus 
labour stand. As regards engagements made under (a) and (b) 
a period of thirty minutes is allowed before any vacancies are 
filled from the surplus stand. This is to enable all registered 
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workers who fail to obtain employment to congregate at the 
surplus stand within thirty minutes of call time. Engagement at 
the surplus stand may be made by the foreman or by an official 
of the Ministry of Labour and employers are urged to notify 
the surplus stand of all engagements they propose to make after 
8 a.m. This is done by telephone and the engagement is binding 
on the employer. It is important to note that employers are 
obliged to make up shortages from the surplus stand, and that 
Group B men may not be engaged at the ship’s side. These 
arrangements have certainly made for decasualisation, but the 
difficulties due to geographical conditions are by no means over- 
come. Considerable assistance is rendered by a Port Labour 
Inspector who is remunerated by both sides and by the union 
officials who direct the men to places where work is most likely 
to be available. Nevertheless, surplus labour is still found in 
various sections concurrently with a shortage in other sections 
and the possibility of establishing another surplus stand is under 
consideration. The problem, however, is not entirely due to 
geographical considerations. Other important factors are the 
unwillingness of the men to undertake disagreeable work, refusal 
to accept time-work in the hope of securing piece-work and 
refusal to accept short-time jobs in anticipation of longer-time 
jobs. As this question is related to the effects of the present 
system of paying unemployment benefit it will be better under- 
stood in the light of what follows regarding the whole problem 
of maintenance. 


II. MAINTENANCE. 


On a recent occasion the present writer paid a visit to the call 
stand at Avonmouth during the morning call. It was a busy day 
and all the registered men who applied were engaged. After the 
expiry of the interval during which registered workers are given 
a preference there were still some vacancies which were filled 
by unregistered applicants. While this was taking place my 
attention was directed to a group of dockers who remained in the 
background till the call was over and then proceeded to the 
Labour Exchange to sign in proof of unemployment and so 
qualify for benefit. These men were known to the foreman and 
the Port Labour Inspector who informed me that such proceed- 
ings were not uncommon. I was interested to discover that the 
weekly return from the Labour Exchange showed that on this 
day twenty-one Group A and four Group B men registered as 
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unemployed at Avonmouth Exchange at 8.30 a.m. The reasons 
for thus avoiding work have already been stated. ‘The men are 
well informed regarding the character of the work expected at 
the docks during the week. One of the officials declared that they 
knew as much if not more concerning the movements of incom- 
ing ships as the Authorities. The result is they naturally avoid 
work to which they are unaccustomed or which they dislike in 
the hope of obtaining the sort of work they want later in the 
week. For the same reason time-work is avoided because piece- 
work jobs are in prospect. This habit of discriminating between 
jobs is encouraged by the fact that such men as a rule while 
earning good wages during working periods also qualify for 
unemployment benefit on the non-working days. The problem 
thus created is one of inequality in the distribution of-work, 
wages and unemployment pay amongst the total registered 
workers. It would appear as if at the present stage of develop- 
ment, registration and reorganisation have ensured for a section 
of registered workers a greater certainty of highly paid work for 
two or three days a week along with unemployment allowances 
for the other days. This means a good weekly income for half 
a week’s work with the inevitable result that disagreeable and 
less remunerative work for the remaining part of the week is 
deliberately avoided. At the same time the provision of un- 
employment relief to those men who are less fortunate in obtain- 
ing good work and wages helps to quieten protests which might 
otherwise be heard on account of preferential treatment. It 
would appear, therefore, that with greater decasualisation, diff- 
culties are being thrown into relief which exist quite apart from 
those which are being overcome by means of a reduction in the 
supply of labour and improvements in mobilisation. ‘To those 
acquainted with the history of dock labour this will not be a 
matter of surprise. It is one of the regrettable effects of the 
influence of environment upon past generations of dockers, and 
it is quite possible that partial decasualisation may accentuate 
rather than alleviate some problems until a new type of worker 
grows up who is less subject to the demoralising influence due to 
the casual nature of the work. For the present the administra- 
tion of unemployment insurance is hindering rather than making 
for a better distribution of available work.. A careful inquiry 
was undertaken at the Port of Bristol in the hope of obtaining 
some reliable information concerning the whole question of wages 
and unemployment benefit covering the four months ending 
March 1st, 1930. ‘The results were prepared for submission to 
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the Committee of Inquiry set up by the Minister of Labour 
in May 1931. The period selected was November 4th, 1929, to 
March 1st, 1930, which includes two busy months and two slack 
months. ‘The average number of men employed per day was 
1,776 which compares with the figure of 1,738 for 1929. The 
employment in the various grades was typical for the whole year 
except in the case of Coal Porters which was 16 per cent. below 
the yearly average. The period covered exactly one hundred 
days (December 25th-26th being holidays), and thus rendered 
the conversion of the record of employment from days to per- 
centages unnecessary. 

Six principal employers were asked to submit the names of 
200 casual workers who had been employed intermittently at 
piece-work rates. A preliminary inspection of the registration 
books resulted in the reduction of the number to 175, the follow- 
ing cases being struck out (a) men with more than 8o per cent. 
employment, (b) men not available throughout the period owing 
to sickness or accident, (c) men over sixty-five years of age. 
Registration books were then examined in detail and employers 
were notified of the dates on which men had been employed and 
were asked to fill in the wages paid each day. On completion 
the employers’ returns were collated and associated with the 
returns showing unemployment insurance benefit which had been 
supplied by the secretary of the Port Labour Committee. Cases 
which disclosed apparent discrepancies were excluded so that the 
final returns covered 146 men. ‘The following points were 
emphasised by the Committee : 


(a) The cases are submitted as being typical of a much 
larger number. 

(b) The wages include overtime, but exclude Sunday work. 

(c) The percentage of employment obtained was less than 
the average for the Port. 

(d) The number of non-effective days (days signed at the 
Exchange for which benefit was not paid) amounted 
to less than 8 per cent. of the total days signed. 


The final analysis shows that the 146 men for whom returns 
were submitted earned an average weekly wage over the period 
of £3 16s. tod. supplemented by an average weekly unemploy- 
ment benefit payment of 6s. 5d., making the total weekly income 
of £4 38. 3d. 

The two outstanding features of these tables are the high rate 
of earnings and the additional unemployment benefit obtained. 
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The figure of £3 16s. tod. cannot be taken as representing the 
average income of all men employed, but as the Committee state, 
it does represent a large proportion. While doubtless the men 
selected would be likely to secure a liberal share of available 
piece-work, the period included all work performed both on time- 
and piece-rates. The elimination of sickness and accident and 
men over sixty-five is partly offset by the elimination of cases 
with over 80 per cent. employment, so that while the average 
stated is doubtless above the average paid to all the workers, 
it by no means represents the highest paid group. Unfortu- 
nately in the absence of any record of weekly payments it is 
impossible to state the average paid to every worker employed, 
but these returns indicate that the wages at Bristol are likely 
to compare favourably with other ports. This conclusion is 
supported by the fact that the number of unregistered men 
obtaining employment at Bristol is very small while the pro- 
portion of piece-work is about 40 per cent. of the total throughout 
the ports. At Glasgow, Hull, Liverpool, Manchester and 
Southampton work is almost wholly on a time basis. At London 
and South Wales 75 per cent. is piece-work. While the average 
wage appears to be good the tables definitely prove that a number 
of men can rely on obtaining a high wage for less than a full 
week’s work and can supplement this income by unemployment 
benefit. One striking defect in the operation of the Unemploy- 
ment Scheme arises from the adoption of the non-continuous 
clause. Dock workers do not require to be unemployed for three 
consecutive days to qualify for benefit so long as they can prove 
that they have been unemployed three days within any six. 
Further, days of unemployment can be linked up either back- 
wards or forwards so as to form part of a continuous period 
of three or more days within any six consecutive days. ‘The 
result is that returns show that one unemployed day is counted 
twice and, in some instances, three times, towards periods of 
unemployment. 

One important reform which has not yet been carried out is 
a scheme for the payment of weekly wages. This would involve 
setting up a Clearing House through which the wages paid by 
different employers could be centralised so as to make regular 
weekly payments possible. The practical difficulties in the way of 
such reform, while considerable, are not insuperable. The chief 
opposition would be likely to come from the men themselves who 
have grown up under the casual system. But with the joint 
support of the employers and the union officials it should not be 
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impossible to establish a scheme, and once established the 
benefits would soon become apparent to the workers. A striking 
illustration of the evils of the present system was brought to 
my notice in connection with the recent demand of the employers 
for a reduction in wages. A well-known docker, while criticising 
the employers’ proposals, contended that the average earnings of 
the dockers did not exceed 30s. per week, and asserted that his 
own earnings during 1930 had fallen short of this figure. An 
examination of his record books established the fact that during 
that period he had actually averaged in wages, apart from 
unemployment benefit, more than 56s. per week, but because the 
money had been paid out at the end of each day’s work, and 
that during some weeks he had done well and during others done 
little or nothing, he asserted that he had never earned more 
than an average of 30s. weekly. Such a case illustrates the 
mental effect produced on the workers by the present casual 
system and its destructive influence upon industrial relations. 
Further it is almost inevitable that in the absence of any regular 
income earnings are spent extravagantly with disastrous 
domestic consequences. No single reform would make so much 
for an all-round improvement in the life and standard of the 
docker as the regular weekly payment of wages even if the 
amount did fluctuate. It is hoped that the record of progress 
achieved in Bristol will be enhanced in the near future by such 
an achievement. 
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A Catalogue of the Library of Adam Smith. By James Bonar. 
Second Edition. Macmillan & Co. Ltd. Pp. xxxiv+218. 
21s. 

Dr. Bonar’s catalogue of Adam Smith’s Library has, in its 
first edition, itself attained the status of a classic work, a fact 
which is attested both by the high esteem in which it is held 
amongst competent scholars, and by the substantial premium 
which it has long commanded in the second-hand market. ‘The 
decision of the Royal Economic Society to undertake the publica- 
tion of a second edition is, therefore, an event which will be 
welcomed by all save the dealers in scarce economic works. Dur- 
ing the years which have elapsed since the publication of the first 
edition much new material concerning the literary background 
of Adam Smith’s labours has come to light; this has been 
embodied by Dr. Bonar, with his usual felicity, in the present 
edition, and the volume has been further embellished by the 
reproduction of portraits of Adam Smith and his mother. Even 
more than in its original form, Dr. Bonar’s work is an ornament 
both to economic scholarship and to the art of book production. 
It is thoroughly to be hoped that economists the world over, 
by possessing themselves of this delightful volume, will see to it 
that the Royal Economic Society is no loser by its enterprise in 
undertaking its republication. LIONEL ROBBINS. 


The Theory and Practice of Modern Government, with special 
reference to Great Britain, France, Germany and the United 
States of America. By HERMANN Finer. London: 
Methuen & Co. 1932. ‘Two vols., xiv+1,556 pages. 42s. 

Dr. Finer’s aim in this book is to describe and analyse the 
whole mechanism of the modern state. For this purpose he 
takes as his main material the theory and practice of England, 

France, Germany and the United States, and lays emphasis 

not only on the legal institutions but also on the functional and 

dynamic elements in the law and administration of the modern 

state. The work falls into the following seven parts: the 

dynamic forces; the conditions of state activity; the elements 
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of organisation; the sovereign majority; Parliaments; the 
executive; Cabinets and Heads of State. A later work is 
promised on Local Government and the Judiciary. 

In the first chapter of Part I, ‘‘ Government and the State,”’ 
Dr. Finer seeks to analyse the essential characteristics of the 
modern state. He establishes the fact that, in its present form, 
the state is in its infancy as yet and only dates from the time 
of Luther and Shakespeare. Its central feature is its position 
as the ‘‘ authority to which all institutions within its territory 
are expected to bow and render obedience’ (p. 7). Theoretical 
disputes only serve to obscure our knowledge of sovereign states. 
As far as this treatise is concerned such disputes are merely 
with regard to method. In them two classes of theorists can 
be distinguished: political reformers and analytical jurists. 
Leroy, Duguit and Laski belong to the first category as 
opponents of state sovereignty, whose monism is for them a 
contradiction of their conception of social pluralism. 

The analytical jurists, on the other hand, like Austin, 
Esmein, Laband and numerous German writers came into con- 
flict with political realities not always in harmony with their 
conceptions of sovereignty and thus waged “‘ battles of fiction,”’ 
the importance of which was greater in France and Germany 
than in England, since in the former countries the separation 
of judicial and political thought was more strongly marked. Dr. 
Finer rejects in his work these juristic definitions of sovereignty. 
‘“We are, however, primarily interested, not in the legal defini- 
tions and organisation of sovereignty and the state, but in the 
social forces which produce them and govern their particular 
form and substance. Sovereignty is the supreme authority in 
a territory. ‘The state is the sovereign association ’’’ (p. 16). 
In the relation between individuals and between groups within 
the state, the function of the state is to act as a clearing-house 
for divergent interests, as a unifying ¢‘ organising idea.’’ ‘Thus 
the social and democratic element permeates Dr. Finer’s con- 
ception of the state as “‘ an order in which there is superordina- 
tion and subordination of individuals and groups to each other, 
and . . . this order, obtained and maintained by social power, 
operates in the name and with the title of the supreme 
authority’ (p. 21). Thus the motives on account of which 
individuals or groups lend their support to the state are entirely 
different. In the same way the state has to take account of 
movements which threaten its existence and are therefore 
dangerous; it must organise and regulate the political battle 
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for power, the political battle must be made legal within these 
rules, i.e. constitutional. This necessitates, however, a per- 
petual battle on the part of the state to maintain itself and 
its power, a battle which must always be begun anew by those 
forces which have come into power through a revolution. Dr. 
Finer gives little space to the consideration of the concept of 
the nation, although he sees in it a “ peculiar integrating 
force”? (p. 32): 

In the second chapter of Part II Dr. Finer deals with the 
relation of politics to economics. In the very beginning he seeks 
to explain why he discusses this particular relationship and not, 
for example, that of religion and politics. He explains this by 
the loss of importance of religious forces and the remarkable 
emergence of economic points of view. ‘‘ The world covets 
economic welfare, and is therefore ruled, as never before, by 
economic considerations and institutions”’ (p. 34). In this 
section he explains that he regards as economic “‘ that part 
of human behaviour which centres upon the acquisition of an 
income.’’ He considers the effect of economics on political life 
from two points of view. In the first place he describes actual 
economic organisation and its effects on political life, and in the 
second place he analyses the motives which keep this organisa- 
tion in being. 

The principle of ‘‘ indirect production’ appears to him to 
be the most characteristic trait of modern economic organisation. 
Man no longer produces for his own needs alone, but through 
co-operation and exchange—in short, men are now economically 
interdependent. ‘This economic interdependence, as Dr. Finer 
expressly points out, presupposes a state of harmony and peace 
not only within the state but also in international relations. 
From the standpoint of man as an economic being the state 
therefore only serves to ensure the security of the economic 
system; it is ‘‘ an economic institution.’’? Indirect production 
with its necessarily highly developed technical apparatus makes 
it essential not only to produce for immediate needs but to plan 
for the future and to avoid disturbances of the economic 
mechanism. According to Dr. Finer the leitmotiv of modern 
production is ‘‘ the principle of continuity,” the inevitability 
of further economic development, carrying with it an increasing 
demand and a continually higher standard of living. In all 
countries the state intervenes to bring about this end, it protects 
the production of the necessaries of life, forbids strikes, etc., 
as Dr, Finer shows in many practical examples. By this fact 
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alone the state is compelled to intervene in the management of 
economic life. He further mentions as an element of modern 
economic organisation the struggle of numerous economic 
groups, their ‘‘ Polykratie’’ as Popitz called it, and the duty 
of the state to act as a unifying influence in this connection. 
In particular the conflicts between economic classes, between 
employer and employed, have important political repercussions 
and considerable influence on the form of political parties. Dr. 
Finer admits that the so-called ‘‘ capitalist ’? system ‘“‘ of pro- 
duction and distribution of wealth ”’ is to-day a political issue. 
In capitalism he sees ‘‘ extreme economic decentralisation ’’ and 
in the capitalist ‘‘ an administrator free of governmental control ”’ 
(p. 45). The relation of the state to this capitalist economy is, 
however, a political problem of first importance whose solution 
can be found in different directions, but particularly in the 
direction of a free economy or of a planned or communistic 
economy, as the case may be. ‘The driving force of modern 
economics is, according to Dr. Finer, acquisitiveness. ‘‘ Men 
are to-day ruled by the ideal of the high standard of living ”’ 
(p. 47). And so the struggle centres mainly round the form 
of property and the social and political interventions with regard 
to it. Quoting from Blackstone the old English liberal prin- 
ciple, ‘‘ So great is the regard of the law for private property 
that it will not authorise the least violation of it; not even for 
the general good of the whole community ”’ (p. 51), he sees 
in expropriation, political intervention and taxation the three 
most powerful means at the disposal of the state for use against 
private property. 

In Part II Dr. Finer first surveys the philosophical nature and 
the historical development of state activity. Further, he 
analyses the forces which support it, emphasising in particular 
the significance of tradition and of accepted ideas. The state is 
accepted and supported first of all ‘as the basis of order and 
security. It is clear that state activity must be supported by 
individual and social forces. And in this connection the religious 
question, formerly pushed into the background, comes into its 
own. For Dr. Finer admits that religion with its frequent 
political expression in bloodshed has at all times had a most 
powerful influence on the political activity of the state. And he 
concludes that the state needs for its task, therefore, a mechanism 
of a personal and technical kind. 

In the following sections, the analysis of which goes beyond 
the limits of a mere discussion, Dr, Finer gives an exhaustive 
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account of the mechanism of the state, particularly of the great 
democracies of Great Britain, France, Germany, and the United 
States. His treatment is here not so much on the lines of constitu- 
tional theory as of political sociology. He presents no constitu- 
tional doctrine as a closed system, as does, for instance, Carl 
Schmitt, but gives a description and political analysis of the 
organisation of the modern democratic state. In so doing he is 
fully aware of the fact that such organisation is the outcome of 
the political ideas of the time. He therefore portrays very 
strikingly, for example, the political motivating forces which 
have led to the development of the separation of powers, and the 
forces which to-day still maintain the separation of powers. “‘ In 
all countries to-day it is the desire of the economically well-off 
classes to preserve themselves against the collectivist and egali- 
tarian tendency of democracy, and of the more patient bourgeois 
working-class leaders to attempt a synthesis of the liberal with 
the Socialistic State’ (p. 169). This correct judgment leads to 
an accurate appreciation of the nationalist movements in Ger- 
many, and more recently in Japan, which are not only nationalist 
but also essentially anti-capitalist, and in this sense socialist. 
They are, however, markedly anti-liberal and the ‘‘ rule of law ”’ 
has therefore no longer any meaning for them (cf. Koellreutter, 
Der nationale Rechtsstaat, Tiibingen, 1932). The political 
essence of the four great democracies discussed by Dr. 
Finer has been up to now that of a liberal democracy, whose 
strongest liberal tendency appears in France and the United 
States, whilst in England there is beginning and in Germany 
there already exists a strong movement for a violent repression of 
liberal tendencies. It is impossible to cut off from a great people, 
as the dictated Versailles Treaty did in the case of Germany, all 
external and internal possibilities of material and moral develop- 
ment, and then to believe that the forms of liberal democracy 
will be able to keep her bound when such forms have no longer 
anything to give her. For there no longer exists a large possess- 
ing class to form the basis of those forms. And as parlia- 
mentarism and parliamentary government are of liberal origin 
and demand, if they are to continue to exist, a certain harmony 
of social and economic forces, the parliamentary system is, in all 
countries where there is no longer a sociological basis for liberal 
parliamentarism, suffering from an acute crisis which can 
scarcely be said to be merely transient. From this it follows that 
the government-making powers, as Dr. Finer sees them (the 
electorate, the political parties, Parliament, Governments, heads 
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of states, civil servants and the Law Courts), are subject, in 
their relations to each other, to a continual change which can lead 
to the development of new forms of government. This is most 
true of Germany and least true of France. 

Naturally it could not be the task of Dr. Finer to work out this 
new development. He presents a picture of the modern party 
state, for ‘‘ representative government is party government,’’ and 
therefore gives successively clear and detailed descriptions of 
political parties in the different countries, their parliaments, their 
executives and, finally, their civil service. . It is not possible 
to discuss the other points in great detail here. Equipped with 
a vast knowledge of facts and a remarkable mastery of form he has 
been able to sketch out a picture of modern democratic organisa- 
tion in the world of to-day. One could, no doubt, quarrel with 
him on points of detail. But what is most striking throughout the 
work is the determination to be strictly objective and the attempt 
to understand fully even foreign conditions. Thus, for instance, 
the sections on the political development of Germany are of con- 
siderable interest even to Germans. ‘Taken as a whole the book 
is excellent. It will enhance the reputation of its author and is a 
mine of information on the science of modern politics. 


Orto KoELLREUTTER. 
(University of Jena.) 


Le Vicende del Marco Tedesco. By C. BRESCIANI-TURRONI. 
1931. Milan: Universita Bocconi. Pp. 596. 


We shall probably not over-praise this work if we describe it 
as one of the most notable of modern writings on Applied 
Economics. Its subject—German monetary history from 1914 
to 1924—offers greater scope than almost any other possible 
subject for the application of skilful economic analysis; for 
where else can we find an economic disturbance so profound and 
far-reaching, yet about which it is possible to know so much? 
The author rises to the height of his subject; he is both 
a very able statistician and a very able pure economist; he has a 
gift of arrangement and expression which instils life into his 
figures; and he has the advantage of having been present in 
Germany, as the holder of various offices in connection with the 
Reparations Commission, during the most important part of the 
period with which he deals. 

He begins his first chapter by setting out four series of 
figures—the exchange value of the mark, a price-index of 
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imported goods, a price-index of home-produced goods, and the 
total monetary circulation of Germany, given in monthly aver- 
ages from the beginning to the end of the inflation. In the follow- 
ing three chapters he analyses and explains their movements. 
On the general cause of the inflation, he has, of course, nothing 
particularly new to say. It arose through budget deficits, 
financed through the discounting of bills by the Reichsbank, and 
reparations were not the only (or even the chief) cause of these 
deficits. Much more interesting is his elaborate discussion of 
the detailed movements of the four series—the varying relations 
between the ‘‘internal’’ and ‘‘ external ’’ value of the mark, 
and between the monetary circulation and the price-levels. 
Many readers of these chapters will rise from them with a new 
appreciation of the possibilities of applying economic theory to 
the interpretation of detailed fact. 

One ingenious device used in Chapter IV deserves mention. 
By making the very reasonable assumption that those elements 
in the problem with which he cannot deal will have varied less 
than those with which he can, Professor Bresciani-Turroni 
deduces from the Fisher equation a rough measure of changes in 
the velocity of circulation of the mark. ‘This shows a velocity 
much less than normal up to June 1919 (notes being hoarded in 
anticipation of a rise in their value) ; a rapid rise after the signa- 
ture of the Treaty, continuing for six months; a recovery to 
normal in 1920 and 1921; then a further hopeless collapse. This 
sequence is shown to be quite consistent with other data. 

Chapter V deals with production. Forced saving and the 
diminution in unemployment led to an intense activity in 
industry, but an activity that was surprisingly meagre in its 
results. Even in 1922 (the most active year) ‘‘ production prob- 
ably reached on the whole no more than 70-80 per cent. of the 
1913 level.’? Agricultural output was particularly low, and this 
is held to be the chief cause of the low standard of living. But 
there was also a great deflection of resources from consumers’ 
to producers’ goods. 

The analysis of production is particularly interesting in the 
last phases of the inflation. From the middle of 1922 onwards, 
even the crude figures of production fall off ; Professor Bresciani- 
Turroni ascribes this largely to the increase in overhead costs 
which resulted from difficulties of control. But there was also 
a tendency to increasing unemployment, slow at first, but 
already serious three months before stabilisation. ‘In 1923 
inflation disorganised the whole economic life of the nation, The 
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forced saving, which had led to such activity, dried up; for in 
the last months wages were adjusted to the depreciation of the 
mark with ever-increasing rapidity. On the other side voluntary 
savings fell away.’’ ‘‘ Costs of production rose rapidly, and 
prices with them. The gap between German prices and world 
prices narrowed and finally disappeared.’’ Even before stabilisa- 
tion, the boom in industry was over. 

The remaining chapters deal with foreign trade, security 
prices, the distribution of wealth, and finally there is one on the 
stabilisation. Of the many interesting things they contain, two 
only can be mentioned here. 

One is the effect of the inflation on the distribution of property, 
which was made much more unequal, since large capitalists 
gained at the expense of small. Not only did the holders of 
fixed-interest securities lose everything, even holders of ordinary 
shares made heavy losses. ‘‘ One of the means by which the 
relatively small shareholders suffered expropriation, was the 
extension of the capital of companies. The new shares were 
issued much below the market price, and the shareholders often 
given an option on only part of them. Yet the value of the option 
appeared considerable, and the shareholders failed to realise that 
they were really losing a part of their property. The rest of the 
new shares were bought by consortia, formed in general by the 
larger shareholders, who sold them again at a considerable profit, 
or kept them for other purposes.’? And there were other ways 
of carrying out the same operation. 

The other is the important discussion of ‘‘ capital shortage ”’ 
in the chapter on stabilisation. Inflation had led to an immense 
reduction of working capital, partly because working capital 
had been converted into fixed, partly because the decline in 
production had actually destroyed it. Stabilisation therefore 
induced a crying need for replenishment of the ‘‘ subsistence 
fund.’ Partly this was met by a slfift over to the production 
of consumers’ goods (a shift which evidently took place rather 
surprisingly easily); partly by loans from abroad, which were 
transferred (as Professor Bresciani-Turroni shows quite clearly 
from the statistics) largely in the form of finished or half- 
finished goods. 

It has been impossible to do more here than to indicate a 
few features of this remarkable book, whose interest extends 
far beyond the field with which it is directly concerned. It 
is indeed an important contribution to the advancement of 


economics. j. Rae wrexs: 
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The Japanese Population Problem. By W. R. Crocker. 
London : Allen and Unwin. 1931. Pp. 240. Price ros. 6d. 
Food Supply and Raw Materials in Japan. By E. F. PENROSE. 
The University of Chicago Press. 1930. Pp. 75. Price gs. 
Recent events in the Far East have emphasised the seriousness 
of the problem that faces the Japanese people in finding the 
material resources for maintaining a rapidly increasing popula- 
tion even at the existing rather low standard of living for the 
nation at large. Much of Japan proper must remain unproduc- 
tive from the agricultural standpoint, and the severely limited 
area carries a population as dense as that of any other part 
of the world that draws but little crop produce from outside 
sources. Mr. Crocker and Mr. Penrose, both of whom have 
lived for some years in Japan, make a timely appearance with 
their books on a problem whose development will be watched 
with the liveliest interest by other nations far and wide, for 
directly or indirectly it touches all. 

Mr. Crocker follows with some digressions a logically 
reasoned thesis. His careful analysis of the conditions that 
are likely to affect the future rate of increase in population, 
together with a survey of the possibilities of the agricultural 
industry, lead him to conclude that Japan must ere long draw 
much more heavily on sources of food outside her empire than 
she has hitherto done. Japanese agriculture is already taxed 
to the uttermost of its productive power, and even so cannot 
provide all that is required. Diminishing Returns appear to 
be in operation; the costs of production are high and the 
increase in output in recent years has been made possible only 
through protective duties on rice which can be produced “ as 
much as 60 to 100 per cent. cheaper ’’ abroad. The essential 
question is how the purchasing power for the greatly increased 
imports required in the near future is to be secured, since 
neither mechanisation in agriculture nor emigration of Japanese 
seem to offer at present alternative solutions of the problem. 
The prospects of manufacturing industry in Japan are, there- 
fore, highly relevant to the inquiry. On examination, manu- 
factures as now constituted are found to rest upon insecure 
foundations, since Japan is poorly equipped with the key 
minerals, coal and iron, and has relied unduly upon two articles, 
silk and manufactured cottons, for export trade, and upon two 
countries, the United States and China, as markets. 

Mr. Crocker, in his conclusion, suggests that the abundant 
hydro-electric power in Japan may be used to develop a 
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decentralised type of manufacturing industry. ‘‘ The coming 
generation in Japan may provide the world with a new and 
interesting form of social organisation.’’ One thing seems 
certain, that unless arrangements are made for the large-scale 
emigration of Japanese into Borneo and other unused lands to 
the south (a scheme that would have Mr. Crocker’s blessing), 
the world must expect greatly intensified competition from Japan 
in the markets open to manufactured goods. 

Tables of figures are freely used to support the argument 
set forth in this book and provide a foundation for the air 
of assurance with which it is stated. The style, however, with 
its obvious piquancy, is in places better suited to the platform 
than to the printed page of a scientific treatise. But when he 
comes to detailed suggestions as to solutions, Mr. Crocker’s 
sureness and courage fail him; time and again he beats retreat 
with words equivalent in sense to, Who can tell? Yet this 
book contains many shrewd observations neatly put. It is very 
readable and it is stimulating. 

Mr. Penrose, working primarily as a statistician, has pro- 
duced a book of another sort, though he indirectly points, 
as in the graphs on pp. 31 and 39, to the same general con- 
clusions as Mr. Crocker. His object has been to construct 
indexes to show the trend of production and imports of supplies 
on the one hand and the increase of population on the other. 
His tables and graphical charts speak for themselves, but the 
former would have been more conveniently useful to the ordinary 
student, if the figures expressed in Japanese kwan and koku 
had been converted to recognised international units, or, at least, 
if equivalents had been given. In the text matter Mr. Penrose 
explains the sources of his data and his methods of compilation 
and comments on such matters as the make-up of the Japanese 
diet, the general shifts to bé observed among the various items 
of supplies and productive factors, «and questions of national 
tariff and other policies in relation to the changes that are 
imminent. ‘The seventy-five pages of this book contain much 
material and will repay close study. 


E. W. SHANAHAN. 
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of Nations 


THE following is the eighth annual list of theses in preparation at the 
various universities, and includes those mentioned in the seventh 
annual list (August, 1931) which have been completed, those which are 
still in progress, and theses registered during the past twelve months. 
Researches are included which are not intended to be presented for 
degrees. It is the hope of the editors that such lists will prevent over- 
lapping and will help students in similar fields to know one another. 

The list below gives, in the following order, where possible, the name 
of the student, the place of his graduation, the title of his thesis, the 
probable date of completion and, in italics, the university or college 
at which he is preparing it; but where the information received was 
incomplete, one or more of these items have been omitted. The initials 
L.S.E. are printed throughout for the London School of Economics and 
Political Science. 


Economics (Descriptive and Analytical) 


S. ADLER. Oxford. Wicksell’s Theory of Interest and its influence. 
ES. Ee 

B. S. AGARWALA. Allahabad. The consequences of the unequal 
subsidisation of inland transport. 1S. By, 

S. M. AxuTaR. Punjab. The growth and development of the Indian 
tea industry and trade. Tepe De 

P. H. AsHerR. London. The Theory of Wages. 1933. Cambridge. 
B. H. Austin. Cambridge. The psychology of industrial relations. 
TESS Ele 

S. V. AyyarR. Madras. Trade Unionism in India: history and 
problems. 1932. Dacca. 

J. M. BANNERMAN. Oxford. A comparison of the extent to which 
the introduction of machinery in agriculture can influence the 
efficiency and in consequence the standard of living of rural labour 


in Britain and in the U.S.A. respectively. Oxford. 
H. Barcer. Cambridge. Theory of Profits. 1934. De SSD 
H. E. Batson, L.S.E. The charges of public utility services. A 
legal, administrative and theoretical survey. L.S.E. 
H. BetsHaw and F. B. SrepHens. Land utilisation in New Zealand. 
1933. Auckland. 
J. P. BetsHaw. The post-war unemployment problem in New Zealand. 
1932. Auckland. 
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Carotine Borreau. Manitoba. Wages, with special reference to the 
influence of Gilds and Trade Unions. 1932. Manitoba. 
J. F. L. Bray. Oxford. A statistical study of the economic forces 
affecting the long-term rate of interest with special reference to 


recent developments. Ses. 
C. W. Brock. Manitoba. Economic aspects of industrial trusts and 
corporations. 1932. Manitoba. 
W. J. BusscHav. Durban. History of the Natal Government Rail- 
ways. 1932. Durban. 
G. A. Cartatis. Munich and Leipzig. Some aspects of some recent 
methodological discussions in Economics. LSS ER 
D. CuEstER. Manchester. The practicability and possible effects of 
the rating of land values. 1932. Manchester. 
SARAH COMMON. Queens, Ontario. The flow of population between 
Canada and the United States. L.SiE. 
M. Conover. Oxford. Relations of the State and agriculture in 
Great Britain and the United States. Oxford. 
V. H. Cutiincrorp. L.S.E. A historical and critical sketch of the 
British Death Duty System. 1933. TESolix 
N. Das. Calcutta. Industrial finance in India. ToS: 


J. C. R. Davies. Aberystwyth. The numerical and occupational 
changes of the borough population of Montgomeryshire in the 
nineteenth century, with special reference to the main industries 


concerned. Aberystwyth. 

M. B. Davies. Cardiff. The enclosure movement in Glamorgan. 
Cardiff. 

ERNEST DAvison. Durham. Mobility of labour in the North-East 
Coast area. 1932. : Durham. 
Mary Dvus1in. Columbia, U.S.A. A statistical study of certain aspects 
of infant and maternai mortality. Y DAS aps 


J. M. E. DucHosaL. Geneva. A study in regard to the history and 
a comparative analysis of the law of trade combinations of 
employers and workmen in England and certain foreign countries. 


1932. (De Sel 
V. G. EpELBuRG. L.S.E. Wage policies and industrial efficiency ; 
an analytical and comparative study. 13S 3Be 


J. G. FretpInc-HaLt_. Oxford. A consideration of the economic effects 
of the “‘ Conference System” on the British shipping industry. 


, Oxford. 
B. N. Gancuty. Calcutta. Agricultural factors in the density of 
population in the Gangetic plain. 1932. Dacca. 


C. O. GrorGE. London. Indirect taxation in Great Britain. LaS Ee 
R. N. Gocinent. Oxford. The part played by the British Government 
in the development of agriculture in Southern India. 1932. L.S.E. 
Rao GopaLa. Madras. Rural credits in Chingleput Dt. 1932. Madras. 
J. W. Gray. Durban. The financial relations of Local and Central 
Governments with special reference to South Africa. 1934. Durban. 
W. Hamitton WuHyTE. Decasualisation of dock labour in the port of 
Bristolyy 1932. Leeds. 
D. D. Harzer. L.S.E. Problems of employment in Russia. L.S.E. 
L. G. Hinton. L.S.E. Administrative and economic aspects of public 
utilities with special reference to electricity supply. tS De 
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J. E. Hotmstronc. London. The comparative economics of railway 
and roads for pioneer development abroad. 10932. ibe Sia) Oe 
W. J. B. Hopxinson. Aberystwyth. Changes in the productivity 
of Welsh farming in relation to changes in markets and prices. 


1867-1928. Aberystwyth. 
R. S. Hussayni. Beirut and Columbia. Taxation system in Palestine. 
1 eSg Bre 

D. G. Hutton. L.S.E. Economic nationalism—post-war. 1933. 
iS. i 
J. Inman. Cambridge. The foreign exchanges and the terms of trade, 
Great Britain, 1919-1929. 1933. Manchester. 
K. S. Istes. Cambridge. The relation between monetary policy and 
wage policy. 1933. Edinburgh. 
F. J. Ison. Manitoba, The legitimate functions of organised labour. 
1933. Manitoba. 
S. T. Jamgson, L.S.E. Economics of inland transport on highways. 
1932. Ser. 
A. L. Jotty. Cambridge. Economic changes in Norfolk agriculture, 
1870-1930. Not for higher degree. Aberystwyth. 


J. B. Jones. Cardiff. Financial aspects of the amalgamation and 
teorganisation of Joint Stock Companies, with special reference 
to the South Wales coal industry from 1920-1932. Cardiff. 

J. E. Jones. Aberystwyth. Theories of consumption, with reference 
to the demand for and consumption of food-stuffs in Great Britain 


since 1850. Aberystwyth. 
W. H. Jones. Wales. Uses and costs of electric power on farms in 
South Wales. Not for higher degree. Aberystwyth. 


E. G. Lewis. Aberystwyth. A study of the rural populations of 
Montgomeryshire during the nineteenth century, with special 
reference to changes in occupational character. Aberystwyth. 

E. Lorrain-SmitH. Oxford. The migration of farmers in relation 
to the economic development of agriculture in Great Britain since 


1880, Oxford. 

R. B. MapGwick. Sydney. Emigration to Australia up to 1850. 1932. 
Sydney. 

H. G. Meaps. L.S.E. The uses of costing treated chiefly from 
an economic standpoint. ERS JE. 

C. A. Menta. Bombay. India’s international balance of trade. L.S.E. 
J. K. Meuta. Allahabad. Economic Concepts. 1932. Allahabad. 
M. I. Micuaris. L.S.E. The location of industries in Greater London 
and the tendencies to decentralisation. TS. E. 

L. N. Misra. Allahabad. Indian commodity market speculation, 
SE 


W. A. Moran. L.S.E. The economic development of Burma since 
1885, with special reference to agriculture, forestry and minerals. 


1933. ; i 53S 
K. A. H. Murray. Factors affecting the prices of livestock in Great 
Britain. Oxford. 
S. O'DONNELL. Durham. Newcastle as a depét and entrepét of trade. 
1932. Durham. 


D. W. O’MaHoney. Durban. The financial aspect of public water 
supplies in South Africa, 1934. Durban. 
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P. A. PAKENHAM. Oxford. Economics of Housing. 1933. L.S.E: 
C. V. PARKER. Manitoba. Types of farming and progress of settlers 
in the Swann River valley. 1932. Manitoba. 
JENNETT PARKER. London. Post-war unemployment among women 
in Great Britain. 1932. Manchester. 
S. C. Parris. L.S.E. Some economic aspects of municipal enterprise. 
1932. LSE. 


H. lL. Patterson. Manitoba. The foreign market for Canadian farm 
products and its relation to agricultural development in Western 
Canada. Completed. Manitoba. 

Leonora D. F. Peck. South Wales. Legal and economic aspects of 
the Doctrine of Restraint of Trade. 1932. | LS.E: 

G. J. Ponsonsy. Cambridge. The true economic spheres of road and 
railway transport. 1932. L.S.E; 

J. A. Reeckr. L.S.E. Some aspects of the influence of the family upon 
the condition of demand and supply in the market, studied 


statistically. iS. 
F. E. RicumMonp. L.S.E. Evolution of the gas and electricity services 
in Great Britain. ESE: 
L. W. Rosson. L.S.E. Development, organisation and inter-relation 
of means of transport 1932. 1 oes ia 
S. P. Saxsena. Lucknow. Wages and cost-of-living indices in India. 
1933. Lucknow, 
A. SAUNDERS. Aberystwyth. The international regulation of sugar 
bounties. 3 Aberystwyth. 
C. T. SaAuNDERS. Oxford. The semi-public concern. Oxford. 
J. B. SEtwyn. London. The application of sampling methods to 
social inquiry. 5S ee 
J. R. H. SHauy. L.S.E. Sequence of movements indices of industrial 
fluctuations in Great Britain, 1885-1914 and 1919-1930. ESE: 
T. G. SHrrnaME. Bombay. The scope and method of research in 


agricultural economics with special reference to Indian agriculture. 
Aberystwyth. 

E. I. H. Smman. Leeds. Scientific management in the factory 
production of men’s clothing in the Leeds district. 1932. Leeds. 
ANNA M. Sprers. Manitoba. The economic and social effects of 


fashion. 1932. Manitoba. 
A. STEWART. Manitoba. Progress and present conditions in the 
Dauphin agricultural area. 1932. r Manitoba. 
WINIFRED M. SmitH. L.S.E. Social insurance. VS SYe ah 


W. D. Stewart. Oxford. An inquiry into the economic and social 
evolution of the coal-mining industry in Ayrshire, as it has 


affected the mining community in the present century. Oxford. 
F. W. Taytor. L.S.E. The economics of advertising and of allied 
marketing activities. 1933. ES... 
A. H. THomas. L.S.E. Comparative study of state intervention in 
industrial relations. L.S.E. 
L. H. C. Treperr. London. The correlation of spot and future prices 
in wheat and cotton. 1932. Manchester. 
D. TygRMAN. Oxford. Finance and industry during the depression 
1873-1886. Completed. Southampton. 
E. R. WALKER. Sydney. Unemployment. 10933. Cambridge. 


1932 | LIST OF THESES 379 


G. J. WALKER. Oxford. Co-ordination of road and rail transport. 


Oxford. 
N. Weyi. Columbia, U.S.A. Surplus capacity. ES.E. 
K. I. Wiccs. L.S.E. Unemployment in Germany. L.S.E. 


F. B. WuuiAMson. Durban. The history, development and present 
organisation of building societies in South Africa. 1934. Durban. 


Economic History 


G. P. AmprosE. Oxford. The Levant Company after 1640. Oxford. 
M. P. AsHizy. Oxford. Financial and commercial policy under the 


Protectorate. Oxford. 
EveLyN D. Bess. Sheffield. Protestant non-conformity and social 
problems 1660-1800. 1934. Sheffield. 


H. BirocH. Wales. The social and economic life of Jews in France 
during the eleventh and twelfth centuries, Not for higher degree. 


Cardiff. 

JoskEPH BOSWELL. Manchester. The organisation of mining in the 
Wigan coalfield in the nineteenth century. 1932. Manchester. 

M. C. Buer. L.S.E. Public health in nineteenth-century England. 
Not for higher degree. Reading. 

J. L. Campspent. Oxford. The history of Scottish agricultural 
practices prior to the enclosures. Oxford. 

R. W. Dattry. Reading. Public Health of Reading, 1750-1870. 1933. 
Reading. 

B. Davies. Cardiff. Early lead mining in Wales. Cardiff. 


E. DosiE. L.S.E. The economic development of the eastern counties of 
England, with special reference to the Eastern County Railway. 


jog Salas 

D. S. Epwarps. L.S.E. The history of joint-stock banking in 
England from 1830-1900. 1933. ESE 

J. K. Farrpanx. Oxford. The origin of the Chinese Maritime Customs. 
Oxford. 

MILLICENT FENTON. L.S.E. The social and industrial history of Bolton 
in the nineteenth century. 1932. LSS.E; 

J. F. FLercHer. Virginia. Mutual influence of religion and economic 
thought in the seventeenth century. ENS: E. 

A. T. Fuicut. L.S.E. The social legislation relating to mining in 
the nineteenth century. 1b Syd ie 
BeERTHA Hatt. L.S.E. Trade of Newcastle-on-Tyne and North-East 
Coast, A.D. 1600-1640. 1932. LSS.E. 
Mrrasp Harris. Western Australia. British emigration to Australia 
1815-1850. Melbourne. 

R. HENDERSON. Wales. Some aspects of the cattle trade of Wales, 
1830-1880. Not for higher degree. Aberystwyth. 

W. O. HenpEeRSoN. Cambridge. Lancashire cotton famine. 1933. 
L.S.E. 

R. A. Hopcson. London. English public health administration, 
1848-1875. 1935. Southampton. 


O. E. James. Aberystwyth. The economic relations between Wales 
and Ireland up to the end of the seventeenth century. Aberystwyth. 
A. B. Jones. Aberystwyth. A study of work, wages and prices in 
Wales in the sixteenth century. Aberystwyth. 
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B. M. Jones. Cardiff. Municipal development as illustrated in the 


medizeval borough of Cardiff. Cardiff. 
E. A. Jones. Aberystwyth. The English tobacco trade in the seven- 
teenth century. Aberystwyth. 
J. S. Jones. L.S.E. Historical study of Anglo-South American trade. 
1932. BAS is: 
M. J. Jones. Cardiff. The industrial development of Merioneth in 
the period 1750-1820. Cardiff. 


E. C. Lowry. Oxford. The administration of the estates of Merton 
College in the fourteenth century, with special reference to the 
Black Death and the problems of labour. Oxford. 

W. A. MackintosH. Queens, Kingston. Settlement of Canada 
(especially Western Canada). Not for degree. 1933. 

Queens, Kingston, Ontario. 

J. H. Morcan. Aberystwyth. A study of the economic development 
of the Commote of Carnwyllian from 1500. Aberystwyth. 

F. C. Nacie. Cork. The importance of land in the economic litera- 
ture of the eighteenth century considered in relation to the decline 


of mercantilism. 1932. Cork. 

J. O'Donovan. Oxford. An economic history of livestock in Ireland 
since the famine. Oxford. 

C. R. OppHAM. Oxford. The Witney Vestry Book. Oxford. 
NORMAN PENDLEBURY. The Trustee Saving Bank Movement, 1793-1914. 
1932. Manchester. 

S. E. Ponp. L.S.E. The timber trade from 1815. 1eS Be 
A. Purvis. L.S.E. The leather industry of the early nineteenth 
century. 1933. SE 

G. L. RipGEway. Oxford. The American Confederate War Debts and 
their repudiation, Oxford. 

A. T. Roserts. Aberystwyth. A study of the commercial relations 
between Wales and Ireland to the close of the sixteenth century. 
Aberystwyth. 

H. A. SHANNON. Queens, Belfast, and L.S.E. The early history of 
the English limited company. ESE. 

S. SinHa. Calcutta and London. Post-war labour legislation in India 
—a comparison with Japan. 1932. YS De 

A. E. Smita. Oxford. The transportation system in the seventeenth 
century, with special reference to the West Indies. Oxford. 

J. Spratt. London. Agrarian conditétons in Norfolk and Suffolk, 
1600-1650. fi SY She 

G. H. A. STEPHENS. Oxford. Wage-rates, 1750-1800. Oxford. 
Mary A. Swattow. Cardiff. History of the development of means 
of communication in the county of Monmouth. 1932. TGS ie 


E. M. Tuomas. Oxford. The Trade Gilds of the Roman Empire 
during the first three centuries a.p., with special reference to 
the Eastern Provinces. Oxford. 

J. THomas, Cardiff. The economic development of the Potteries of 
North Staffordshire, with special reference to the Industrial 
Revolution. 1933. LS-B; 

G. F. Topp. Oxford. The evolution of joint-stock organisation, 
1837-1862. Oxford. 


, i ES r 
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S. P. TurtN. Moscow. The history of the Russian Labour Movement, 
with special reference to Trade Unionism. | Devel 
D. TygRMAN. Oxford. The chemical industry of Gateshead-on-Tyne 
in the nineteenth century. Not for higher degree. Southampton. 
R. F. WEARMOUTH. Birmingham and London. The effect of the 
Methodist movement on the economic and social life of England 
after 1815. TESS. Ee 
OswaLD WHITE. Manchester. The administration of poor relief in 
Warrington, 1700-1850. 1932. Manchester. 
J. WuHITTER. L.S.E. A survey of the economic and administrative 
life of Kingston-on-Thames between 1660 and 1720. IQS 5 Ee. 
I. Wiiuiams. Cardiff. A study of industrial relations in England 
from 1800 to the present day from the point of view of the progress 
of the Industrial Peace Movement with reference, by way of 
illustration, to developments in some of the principal industries 
in the Midland Counties. Cardiff. 
T. S. WiiiiAMs. Aberystwyth. A study of social conditions in South 
Wales between 1550 and 1650, with particular reference to the 


County of Carmarthen. Aberystwyth. 
F. H. Wiison. Oxford. The social and economic history of Ostia. 
Oxford. 


Economic Geography 


F. A. ARROWSMITH. London. The Pacific ports of Canada. L.S.E. 
W. BakeR. London. Geographical factors in the development of 


Cardiff, Swansea and Newport. 1932. Leicester. 
K. C. BoswELL. London. Southampton as a factor in the economic 
development of Wessex. Southampton, 
M. Bouttwoop. London. The growth and development of settlement 
in Leicestershire. 1932. Leicester. 


C. Davies. Aberystwyth. The evolution of settlements and industries 
in the region between Merthyr Tydfil and Abergavenny, with 
special reference to Brynmawr. Aberystwyth, 

D. V. Grass. L.S.E. The Great Plains of North America. | CARN De 

D. C. Goopson. Reading. Some aspects of the geographical influences 
acting in the Mohammedan world. 1933. Reading. 

A. N. Harris. Reading. The ports of Western India: a study in 
the physical, economic and historical factors controlling port 


development. Completed. Reading. 
ViotEr L. Hucues. L.S.E. Survey of East Kent coalfield area. 
1934. Ia See 
W. W. Jervis. The new boundaries of Europe and their effect upon 
the flow of trade. 1932. Bristol. 


P. M. McNamara. L.S.E. Inter-relation between geographical factors 
and population decline in Ireland since the famine of 1845-1847. 
L.S.E. 

F. C. Miuuer. Leeds. Evolution of settlement and land utilisation 
in the Wessex area—with special reference to the Isle of Wight. 


Not for higher degree. Southampton. 
D. J. Prick. L.S.E. The economic development of the Swansea 
district. L.S.E. 
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E. E. Price. Aberystwyth. A comparative survey of the operation 
of geographical factors in the rise and decline of the ports of 
Caernarvonshire during and subsequent to the eighteenth century. 

Aberystwyth. 

A. C. O’Dett. London. Historical geography of the Shetland Isles. 

L.S.E: 

J. E. S. Orrin. Aberystwyth. A study of the changes in the 
geographical distribution of industry and population in Britain 
during the twentieth century. Completed. Aberystwyth. 

M. E. Orsman. Aberystwyth. Some changes in the distribution of 
population in Brittany. Completed. : Aberystwyth. 

W. ReEs. London. Historical map of South Wales and the border 
countries west of the Severn. Prepared from the Records. 1932. 

Cardiff. 

S. Rosstyn. L.S.E. The geography of wheat production in Canada. 

GS i. 

D. J. SmetHam. London. Some aspects of the economic development 

of the region bordering the estuarial tracts of the rivers Swale 


and Medway in North Kent. TAScE: 
L. E. Tavener. Cambridge. Agricultural geography of Dorsetshire. 
Not for higher degree. Southampton. 


Banking, Currency and Finance 


B. P. ADARKAR. Bombay and Cambridge. Federal finance. TS ste 


C. E. Axrrson. Durban. History of native taxation in Natal. 1933. 

Durban. 
N. I. Barovu. Kieff. International co-operative banking. TS he 
P. C. Bowes. London. A comparison of the English and Belgian 


banking systems, with particular reference to the long-term 


financing of industry. L.S.E. 

N. C. Cuaturvepi. Lucknow. Administrative organisation of Indian 
finance. 1932. Lucknow. 

H. C. Coomss, Western Australia. Dominion exchanges and central 
bank problems arising from them. Ee! oi 

A. Essex-Crossy. L.S.E. Joint stock companies in Great Britain. 
1890-1930. t Boye ae 

J. C. Gripert. L.S.E. Central banking since the stabilisation. 1932. 
ELS.E. 

W. T. C. Kine. L,.S.E. Practical study of the London Discount 
Market. 10934. 1 EOS Dis 

5. LeatHen. Auckland, Financial organisation in New Zealand. 1932. 
Auckland, 

W. A. Loven. L.S.E. Intermediate finance and the growth of the 
finance company. : ieee de 

T. NaxaGawa, Meiji and Tokio. The relation of the control of gold 
export to international trade. 1932. TES Ee 

A. W. Prnnick. L.S.E. The case for and against the silver standard 
in China, considered historically and analytically. ESS. Ee 
W. I. Porrer. Sydney. The Australian money market. 1932. 
Sydney. 


C. 8. Ricwarps. Durham. South African banking, currency and 
exchange since the Union. 1932. Natal. 
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T. Savm1. L.S.E. The organisation of the Paris Money Market. 


L.S.E. 

HK. SHENKMAN. Moscow. Theory and practice of international loans 
and foreign investments. TS us. 

B. R. SHENOY. Benares. Some aspects of a Central Bank for India. 
L.S.E. 

C. E. B. Somervinix. L.S.E. International financial gold movements. 
L.S.E. 

R. S. Trrana. L.S.E. Some aspects of international investments. 
LSE: 

Y. C. Tsut. Pekin. An investigation into Chinese currency and 
central banking. 1932. Dlg Nall. 

G. C. VARMA. Lahore. Local finance in India. 1932. WES cies 
F. Vito. Milan. Problem of the collapse of the gold standard, 
especially in England. Lee Satis 

M. WEINSTEIN. L.S.E. The organisation and problems of the long- 
term capital market in Europe and the U.S.A. Tx SsEe 


Commerce and Industry 


Z. A. AHMAD. Aligarh and London. Woman and child industrial 


labour in the Bombay Presidency. 1. S.Ea 
B. N. BHaGava. Lucknow. Cotton marketing in the United Provinces. 
1933. Lucknow. 


G. C. Brtinc. Adelaide. Organised marketing in New Zealand, with 
special reference to the marketing of meat products. 1933. 
Otago, New Zealand. 

J. N. Bruce. Manchester. An analysis of the juvenile labour market 
since 1925, with special reference to East Lancashire. 1932. 
Manchester. 

T. H. Burnuam. London. Study of the development of the British 
Iron and Steel Industry in relation to developments in other 
countries. I yy i. 

V. CornesA. The rationalisation of agricultural production and 
marketing, with special reference to recent developments in Central 
Europe. Oxford. 

F. Dricapo. London. History of Anglo-Argentine trade. L.S.E, 
W. J. DeneeN. Cardiff. Methods and organisation of trade associa- 
tions in Great Britain. IBD oy, 

L. F. Ecxuorr. Durban. The Natal wattle industry. 1934. Durban. 
P. A. E_tison. Durban. History of the Natal sugar industry, 1848- 


I9I0. 1932. Durban. 
A. Fretp. Bristol and Michigan. The woollen industry of the 
Cotswolds. 1934. SE 
Dorotuy E. A. FieminGc. Tasmania. Marketing of Australian goods 
in London. SEs 
B. B. GuosH. Calcutta. The Indian salt industry and trade since 
1703.) 1632. TES Ei 


L. GoupsTEIN. L.S.E. The effects of technical changes in type of 
textile fabrics on the trend of demand and the organisation of 


supply. ay Jegeyy ah 
N. Katpor. L.S.E. Commercial policy of the Danubian States after 


the war. 1932. ? LE Suie 
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K. J. Li. Yenching. Organisation and regulation of international 


commerce. 1932. LAS ES 
D. G. Miran. Stellenbosch. Customs duties and tariff questions in 
South Africa. 1932. LSE. 


W. R. Marueson. L.S.E. The effects of tariffs upon foreign trade, 
with special reference to the case of safeguarding duties in the 


United Kingdom. 1932. TSE: 

C. MELLING. Manchester.- An investigation into the present position 
of the British iron and steel industry. 1932. Manchester. 

L. N. Misra. Allahabad. The grain trade of India, especially with 
legal aspects. 1932. LES. 
A. M. Neuman. Warsaw. The forms of organisation in the British 
coal industry. LSS ia 

D. L. Rosrnson. Auckland. Public utilities in New Zealand. 1932. 
Auckland. 

A. SEN. Organisation and regulation of international commerce. 
EAS aE. 


H. SmitH. Manchester. A survey of the changes in the character 
and organisation of the wholesale grocery trade, 1920-1930. 1932. 


Manchester. 

MicHaL SmMitH. Brown (U.S.A.). Trade statistics of Palestine. 1932. 
LS 

W. M. SmitH. Auckland. The marketing of Australian and New 
Zealand primary products. LSE. 


E. H. Stones. Manchester. The development, extent and organisation 
of Empire cotton supplies (including India) since 1900, with 
special reference to the work of the British Empire Cotton Growing 
Association. 1932. Manchester. 

E. C. Wiitatts. L.S.E. The sea-borne coal trade of Britain. L.S.E, 


Sociology and Anthropology 

E. J. G. Atrorp. Cambridge. The social significance of various 
eesthetic forms. eS Es 

H. H. AyscoucH. Durham. An account of the progress of penal 
reform in England from 1810-1930 together with some conclusions 


(a sociological study of the penal system). 1933. HESS 
Laura L. Cooper. L.S.E. Is..the position of women an index to 
civilisation ? US Ee 


W. H. Davirs. Cardiff. The influence of*recent changes in the social 
environment of the outlook and habits of individuals, with special 
reference to mining communities in South Wales. Cardiff. 

P. Forp. London. Southampton Civic Survey and Southampton 
Social Survey. 1932. Southampton. 

Lota Girsavicius. L.S.E.. Some aspects of class differentiation of 
early society. 1934. LES E 

D. M. GoopFEILow. L.S.E. Culture contact between Bantu and 
European in South-East Africa as illustrated by the life of Sir 


Theophilus Shepstone. | Bye) ip 
C. W. M. Hart. Sydney. The social anthropology of the Trivi tribe 
of Northern Australia. LSE. 


F. D. KLINGENDER. L.S.E. The black-coated worker in London. 1932. 


C.S.E. 
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P. D. ve Laszio. Oxford. Social consequences of ‘‘ chain-store ” 


distribution in America. Oxford. 
M. A. MAcConal, Sheffield. The human cranial form. Not for 
thesis. 1932. Sheffield. 


Harriet Majrp. South Africa. Native labour in Natal. 1933. Natal. 
J. OBREBSKI. Cracow. Family organisation among Slavs. 1932. 


ESSeEs 

MABEL PALMER. Glasgow. History of Indian immigration into the 
Union of South Africa. 1933. Natal. 
RALPH PIDDINGTON. Sydney. The Karadjeri tribe of Western 
Australia. 1932. Sydney. 


FREDERICK L. Ratpus. Sheffield. Anthropometric survey of adolescents 
in Sheffield area. 1933. 

C. P. Rawson. An investigation into the phenomena of aggressiveness 

and submissiveness. ESE 

G. B. StTicant. L.S.E. Shaminism. 1932. ial fi 

C. A. Stocks. The social anthropology of the Chumbi Valley, with 

special reference to the Bon-po faith which is practised there. 

Oxford. 

CAMILLA H. WEDGWoopD. Cambridge. The function of myth. L.S.E. 

T. J. A. Yates. Cambridge. The principles and mechanisms of educa- 

tion among primitive peoples and the application of these in 

European controlled education of natives in Africa. IS) Ee 


Political Science 


MARTINEZ DE ALvA. Washington. The evolution of political and 


economic ideas in Mexico. fe SEs 
K. Barrp. Cambridge. The development of the idea of federalism 
within the British Isles since 1885. 1933. Belfast. 
D. N. BANNERJIA. Calcutta. The constitutional history of India from 
N77 se. TO34. Dacca. 
E. H. Bort, L.S.E. Working Men’s Associations in London, 1760- 
1824. 1932. TeSys 
B. Braatoy. Oslo. Labour action to prevent war. ES Ea 
H. Bruce. Oxford. Political theory and fact in Burke’s Reflections. 
Not for higher degree. Cardiff. 
P. CHanpRA. Allahabad. The relation between the Board of Control 
and the Viceroy in Council in India. 1932. e3SsEn 
S. M. CHENG. Peking and Wisconsin. The origin of the idea of the 
proletarian dictatorship. L.S.E. 
R. C. H. DunzaR. L.S.E. Development of the English Public Health 
administration, 1848-1855. 1932. 1S Be 
T. F. Fan. Nanking. A comparative study of the offices of the Prime 


Minister of Great Britain and the President of the United States : 
a study in comparative political institutions. L.S.E. 
A. K. Guosay. Calcutta. The Indian Civil Service. 1933. Dacca. 
H. J. Heneman. Minnesota. The President of the German Reich. 


13S) Bi 
Mure, JoHN. London. The development of English socialism from 
1848 to 1884. TEES Ee 


J. N. Kuosta. Lahore and L.S.E, The French Senate. L.S.E. 
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A. F. Lawn. London. History of the freedom of the press in England 
since 1900. } Dppsyel cb 
B. J. I. Lewis. Cardiff. Twentieth-century criticism of the socio- 
logical theories of Karl Marx and especially of his economic or 


materialist interpretation of history. Cardiff. 
T. W. Liev. National Central, Nanking. The functions of State as 
viewed by collectivists. L.S.E. 
E. Luoyp. Aberystwyth. Robert Owen and social legislation. Com- 
pleted. Aberystwyth. 
P. H. Massey. L.S.E. The origin, history and present problems of 
Cabinet Government in Great Britain. LSE, 


G. Mears. Cardiff. The fortunes of rationalism ih English political 
thought, from Burke’s Reflections on the French Revolution to 


the end of the nineteenth century. Cardiff. 
Ram Nato MEHROTRA. Lucknow. Social legislation in India. 1932. 
Lucknow. 

D. A. Morcan. Cardiff. The new German constitution in relation 
to local government. Cardiff. 

G. MunTEanu. Cluj. The constitution of Roumania. 1932. Ten Se 
P. Y. Pao. Nanking. The relation of central to local government. 
LL StE: 

N. M. Perera. L.S.E. Some aspects of comparative parliamentary 
procedure. 1S. 

M. L. PERLSweEIG. London and Cambridge. The political philosophy 
of Disraeli. 1933. 1B Be 

J. W. Pickerscity. The attitude of the French Catholics to the Second 
Empire from 1859-1870. Oxford. 

He G..Puppiroot.- 1.8.8. - The dey loner of the House of Lords 
since IgItI. EAS ie 


K. RADHAKRISHNAN. Madras. Local government in India. L.S.E. 
J. Rarrerty. The local government of Ireland during the first half of 
the nineteenth century. 10932. Belfast. 
W. ReEs. London. An investigation into municipal origins as 
illustrated in certain of the towns of the Marches of Wales. 


Cardiff. 

E. M. Retp. Oxford. The Party System in Canada from Confederation 
to the present day. Oxford. 

EK. E. Rico. Cambridge. The passing of the Education Act of 1870. 
A study of the formation of public opinion, 1843-1870. Rye ie 
Litry Sen. Calcutta. The English utilitarians from Bentham to 
Sidgwick. pS 
BISHAN NARAIN SHUKLA. Lucknow. Local and municipal government 
in the United Provinces. 1932. Lucknow. 


S. TARNOWSKI. Warsaw. The executive in the modern state. L.S.E. 
W. Wanc. Nanking. The social philosophy of Adam Ferguson. 1932. 
33.25 

G. B. M. Waar. Oxford. The influence of the nationalistic 
Protestant thinkers on the demand for radical reform of Parlia- 
ment between 1760-1790. Not for higher degree. Cardiff. 

L. F. W. Wuitr. L.S.E. History of educational administration in 
England, 1902-1914. 1933. LSE; 


1932 | LIST OF THESES 387 
D. Wuutsms. Wales. The political influence of Rousseau, 1760-95. 

Not for higher degree. Cardiff. 
Law 


F. Attimes. Lille. Legal aid for poor persons : a comparative study 


of English, French and International laws. 1932. TS.E. 

E. E. Barry. Oxford. General principles of liability for Tort. 
Oxford. 

B. F. Brown. Oxford. The law of trusts in the eighteenth century. 
Oxford. 

J. ©. Morris. London. History of the Law of Mortgages of Land 
in England. LSE. 
WENAPALLI L. RAO. Sheffield. Mens rea and the theory of Criminal 
Responsibility in English Law. 10932. Sheffield. 


HyMAN Stone. Sheffield. Statutes of Limitation. 1934. Sheffield. 
G. T. WasHIncton. Oxford. Problems in the Law of Bailment. 
Oxford. 
JAMES B. WELSON. Sheffield. History of the Law of Insurance. 1934. 
Sheffield. 


International Law and Relations 


L. L. ABRAHAM. Aberystwyth. International Labour Conventions : 


their framing and application. Aberystwyth. 
HILDA BUCKMASTER. L.S.E. Minority problems with special reference 
to the laws of Poland. 1932. EZSLE: 

W. H. Carter. Oxford. The collective system for the prevention 
of war. 1B yeyed th 
Mary K. CHESLEY. Mount Allison and London. The African mandates. 
YES Bic 


T. K. CwHow. Peking. The economic background of modern 
diplomacy of the Great Powers in the Far East since the World 


Wat. Dey Dr 
T. CRISTUREANU. Cernanti, Rumania. International co-operation: a 
study of its causes and forms. ES Ee 


E. L. B. Curtis. Cornell, New York. A study of the diplomatic 
relations between the Republic of Turkey and the U.S.S.R. and 
their policies in respect of international co-operation. L.S.E. 

R. V. DesHmMUKH. English relations with the Far East during the 
past hundred years. Oxford. 

Gamat A. Et Din. Royal School of Law, Egypt. Extension of Inter- 
national Law to Extra-European states. aS abe 

F. Gervay-Wo.rr. Budapest. Minorities and self-government: a 
study of autonomy of minorities under International Municipal 
Law as a solution of the Minorities problem. 1932. TES nies 

P. P. SHatr, Oxford. The international judicial conditions—in respect 
of nationality—of the former inhabitants of the Ottoman Empire 
under the Treaty of Lausanne, in Egypt and in the Mandated 
Territories. Oxford. 

W. HENDERSON. Paris. The Mandate for New Guinea. 1934. L.S.E. 

R. K. Irons. Oxford. The influence of the Barbary States of North 
Africa upon international relations, with special reference to the 
United States, Oxford, 
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F. A. Knox. Queens, Kingston. Canada’s Balance of International 


Payments, 1914-1926. 1933. Queens, Kingston, Ontario. 

I. B. Powerit. Aberystwyth. The government of the Mohammedan 

and Pagan tribes of the Philippine Islands. Aberystwyth. 

H. L. SAINER. New York. The U.S.A. and the League of Nations, 

with special reference to co-operation. i Brey Op 

P. SamugL. Aberystwyth. The origin and evolution of the Assembly 

of the League of Nations. Aberystwyth. 

Norau E. SKRIMSHIRE. L.S.E. The evolution of the Assembly ot 

the League of Nations as a parliamentary body. I7S5Es 

S. M. Tsao. National University, China. The functions of a diplomatic 

representative. “ NYS We 

A. T. Wiiiamson. Western Australia. Anglo-French diplomatic 

relations in West Africa, 1848-1870. LgSi ic 
Miscellaneous 

M. Forxes. Capetown and London. Juvenile delinquency. 1932. 

LSE. 


W. H. Howes. Wales. The functional aspects of the legend of St. 
James of Compostela from its inception to the present time. 1932. 
7 Boyd a 


a 
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Books and Monographs Received 


PUBLICATIONS OF MEMBERS OF THE EDITORIAL BOARD OF 
* ECONOMICA.” 


[In accordance with the policy of the Board these publications are not 
reviewed in ECONOMICA. | 


LIONEL Roppins: An Essay on the Nature and Significance of 
Economic Science. Macmillan. 7s. 6d. 141 pp. 


JoHAN AKERMAN: Okonomischer Fortschritt und Okonomische Krisen. 
Springer. Vienna. RM.5.60. 137 pp. 

JOHAN AKERMAN: Economic Progress and Economic Crises. Mac- 
millan. 8s. 6d. Igo pp. 

JOHAN AKERMAN: Industriférbundets Produktionsindex. Sveriges 
Industrif6rbund. Stockholm. 75 pp. 

SyYLv1A ANTHONY : Women’s Place in Industry and Home. Routledge. 
tos. 6d. 243 pp. 

SYLVAIN AscH : Monnaie et Finance. Librairie Felix Alcan. Francs 12. 
E32" ppe 

JAMES BonaR: A Catalogue of the Library of Adam Smith. Second 
Edition. Macmillan. 21s. 214 pp. 

ALFRED BONNE: Palistinas Land und Wirtschaft. Deutsche Wissen- 
schaftliche Buchhandlung. Leipzig. 1932. RM.14. 287 pp. 

C. Doucias CAMPBELL: British Railways in Boom and Depression. 
P. S) King. “6s. 125 pp. 

J. D. Cuampers: Nottinghamshire in the Eighteenth Century, P. S. 
King. 15s. 376 pp. 

Child Labour: A Publication of the White House Conference on Child 
Health and Protection. The Century Co. New York. $5.00. 
560 pp. By ' 

F. E. CrarKk: Principles of Marketing. Revised edition. Macmillan. 
New York. $3.75. 657 pp. 

G. D. H. Corr: Economic Tracts for the Times. Macmillan. 12s. 6d. 


327 Pp. : 
A. DE Monzie: New Russia. George Allen & Unwin. 12s. 6d. 
372 PP: F cae 
Maurice Desousry: L’Argent-Métal. Presses Universitaires de 


France. Paris. Francs 165. 281 pp. 

Maurice Doss: Soviet Russia and the World. Sidgwick and Jackson. 
3s. 6d. 175 pp. 

ALICE WitHROW FIELD: Protection of Women and Children in Soviet 
Russia. Gollancz. 8s. 6d. 263 pp. 

Racnar Frisco: New Methods of Measuring Marginal Utility. 
J. C. B. Mohr (Paul Siebeck). Tiibingen. RM. 9.60. 142 pp. 
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Grorcr Giascow: The Scottish Investment Trust Companies. Eyre 
and Spottiswoode, 50s. 201 pp. 

F. Grimm: The Thirty-Fifth Conference and Germany’s Answer. 
Williams and Norgate. 2s. 6d. 124 pp. 

Guide to Current Official Statistics of the United Kingdom. Vol. X. 
H.M. Stationery Office. Is. 357 pp. 

HALLEY STEWART LECTURE 1931: The World’s Economic Crisis and the 
Way of Escape. George Allen & Unwin. 4s. 6d. 194 pp. 

Handbook of Commercial Geography. Edited by L. Dudley Stamp. 
Twelfth Edition. Longmans. 25s. 825 pp. 

FrIEDA HauswirtH: Purdah. Kegan Paul. tos. 6d. 289 pp. 

FRED HENDERSON: Money Power. George Allen & Unwin. 6s. 
205 pp. 

H.M. itae 8 OFFICE: Statistical Abstract for the British Empire, 
1924-1930. 58. 324 pp. 

ELEANOR M. HouGH: The Co-operative Movement in India. P. S. 
King. 158. 340 pp. 

Internationales Handwérterbuch des Gewerkschaftswesens Sch-I. 
Werk und Wirtschaft Verlags-Aktiengesellschaft. Berlin. 220 pp. 

Boris IScHBOLDIN: Die russische Handelspolitik der Gegenwart. 
Gustav Fischer. Jena. RM.12. 234 pp. 

H. STANLEY JEvoNS: The British Steel Industry. Pitman. Is. 31 pp. 

E. A. J. JOHNSON: American Economic Thought in the Seventeenth 
Century. P. S. King & Son. 12s. 288 pp. 

Hans Koun: Nationalism and Imperialism in the Hither East. 
Routledge. 15s. 339 pp. 

DonaLtp A. LatrD: Psychology and Profits. Williams and Norgate. 
6s. 175 pp. 

OsKAR LANGE: Die Preisdispersion als Mittel zur Statistischen 
Messung Wirtschaftlicher Gleichgewichtsstérungen. Hans Buske. 
Leipzig. RM.4. 56 pp. 

P. C. Lortus: A Main Cause of Unemployment. Second Edition. 
Pitman & Sons. 2s. 84 pp. 

CHARLES HowarRp McILwain: The Growth of Political Thought in 
the West. Macmillan. 16s. 417 pp. 

THOMAS SKELTON HARRISON FOUNDATION: Medical Department of the 
Municipal Court of Philadelphia. Philadelphia. 201 pp. 

CHARLES E. Martin: The Permanent Court of International Justice 
and the Question of American Adhesion. Stanford University 
Presse hO.45,netom pp. 

EpwarRp S. Mason: The Street Railway in Massachusetts. Warvard 
University Press and Oxford University Press. 15s. 6d. 218 pp. 

DENIS WELLESLEY MAXWELL: The Principal Cause of Unemployment. 
Williams and Norgate. 7s. 6d. 273 pp. 

GioRGIO MortTsaRA: Prospettive Economiche. Twelfth Edition. 
Boccani. Milan. 1.15. 615 pp. 

New York State Tax Commission: Federal and State Tax Systems. 
Third Edition. Commerce Clearing House, Chicago. $10. 145 pp. 

ToMoo OTAKA: Grundlegung der Lehre vom Sozialen Verband. 
Julius Springer. Vienna. RM.12. 278 pp. 

GrusEpPE UGo Papi: Migrazioni Interne e Bonifica Integrale, Instituto 
Poligrafico dello Stato. Rome. 23 pp. 
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ERNEST MINOR PATTERSON: America: World Leader or World Led? 
Sidgwick and Jackson. 3s. 6d. 171 pp. 

J. TAYLOR PEppIE: The Measure of Value. P. S. King. 28. 45 pp. 

Politica Methodice Digesta of Johannes Althusius, with an Introduction 
by C. J. Friedrich. Harvard University Press and Oxford 
University Press. 34s. 6d. 435 pp. 

Kuno Renatus: The Twelfth Hour of Capitalism. George Allen 
& Unwin. 7s. 6d. 262 pp. 

AUDREY I. RicHARDS: Hunger and Work in a Savage Tribe. 
Routledge. tos. 6d. 238 pp. 

ERNEST SATOW: A Guide to Diplomatic Practice. Longmans. 36s. 
519 PP- 

ALFRED ScHUTzZ: Der Sinnhafte Aufbau der Sozialen Welt. Julius 
Springer. Vienna. RM.12. 285 pp. 

SUMNER H. SLICHTER: Modern Economic Society. Henry Holt & Co. 
New York. $5. 908 pp.. 

EpWIn R. SELIGMAN: Informe sobre el sistema tributario de Cuba. 
Talleres Tipograficos de Carasa y Cia. Havana. 469 pp. 

EDWIN R. SELIGMAN and Ropert A. LOVE: Price Cutting and Price 
Maintenance. Harper & Bros. New York. $6. 538 pp. 

JOHN BARTON SEYMOUR: The Whitley Councils Scheme. P. S. King. 
soe. 2540 pp: 

ELLEN CHURCHILL SEMPLE: The Geography of the Mediterranean 
Region. Constable. 21s. 736 pp. 

IsADOR J. SmitH: The Economic Problem. Stockwell. 2s. 63 pp. 

RiccaRDO DALLA VOLTA: Scritti Vari di Economia e Finanza. Libreria 
Internazionale Seeber. Florence. L.40. 620 pp. 

RICHARD THURNWALD: Die Menschliche Gesellschaft. Gruyter. 
Berlin and Leipzig. RM.17. 248 pp. 

EDWARD WESTERMARCK: Ethical Relativity. Kegan Paul. 12s. 6d. 
301 pp. 

ALLAN ae aap © An Enquiry into the Employment of Juveniles 
in Lancashire. Manchester University Press. 6d. 23 pp. 

Wonc CHI-YUEN and T’ANG LEANG-Li1: The Japanese Invasion and 
China’s Defence. Publicity Department of the 19th Route Army. 
Shanghai. $1. 72 pp. 

THEODORE O. YnNTEMA: A Mathematical Reformation of the General 
Theory of International Trade. University of Chicago Press and 
Cambridge University Press. 12s. 6d. 120 pp. 


PUBLICATIONS OF THE LEAGUE OF NATIONS. 


International Trade Statistics, 1930. George Allen & Unwin. Ios. 
369 pp. 

The Coal Problem. George Allen & Unwin. 1s. 6d. 55 pp. 

Report of the Gold Delegation of the Financial Committee. George 
Allen & Unwin. 2s. 6d. 83 pp. 

Monthly Bulletin of Statistics. George Allen & Unwin. Is. 6d. 
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Periodicals Received 


L’ Actualité Economique. Montreal. April, May, June, 1932. 

Chinese Social and Political Science Review. Pekin. April, 1932. 

Commercio. Rome. April, May, 1932. " 

Det Ekonomiska Laget. Stockholm. June, 1932. 

Economia. Rome. April, May, June, 1932. 

The Economic Record. Melbourne. May, 1932. 

Giornale degli Economisti e Rivista di Statistica. Rome. April, May, 
1932. 

Handbuch des Deutschen Staatsrechts. Tiibingen. Band II. Bogen 
43-45, 46-51. 

Indian Journal of Economics, Allahabad. April, 1932. 

Journal of the Ministry of Agriculture. May, June, 1932. 

Journal of the Royal Statistical Society. Vol. XCV. Part II. 

Labour Gazette. Bombay. March, April, May, 1932. 

The Manchester School. Manchester. Vol. III. No. 1. 

National Bank of the Kingdom of Jugoslavia. Quarterly Bulletin. 
Belgrade. No. 1, 1932. 

Nuovi Studi di Diritto, Economia e Politica. Rome. January- 
February, March-April, 1932. 

Revista de Ciencias Econémicas. Buenos Aires, January, February, 
March, April, 1932. 

La Riforma Sociale. Turin. June, 1932. 

Rivista del Diritto Commerciale. Milan, April, June, 1932. 

Rivista Internazionale di Scienze Sociali e Discipline Ausiliarie. 
Milan. March, May, 1932. 

The Social Service Review. Chicago. March, 1932. 
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Research Studentships for Postgraduate 
Work Offered by or Tenable at the 


London School of Economics 
SESSION 1932-3. 


A Research Studentship, on the RATAN TATA Foundation, of the 
value of £200 a year in addition to tuition fees, tenable for one year 
with a possible extension to two years, will be awarded in October 
1932. The holder of this Studentship will be required to investigate 
and write a report on some contemporary social or industrial problem 
connected with the life and labour of the working classes. Candidates 
should apply to the Secretary of the School for a form of application, 
which should be completed and returned not later than September 12th, 
1932. 

A Research Studentship, of the value of £200 a year in addition to 
tuition fees tenable for two years, will be awarded in October or 
November 1932. Candidates are asked to submit with their applications, 
either published work, prize essays, or written work bearing their 
names, or a detailed scheme of research on the subject proposed for 
investigation. 

The Studentship is intended to promote the execution by graduate 
students of definite pieces of original work in Economics or Political 
Science. 

Candidates should apply to the Secretary of the School for a form of 
application, which should be completed and returned not later than 
October 3rd, 1932. 

A “ Woman’s Studentship ’” of the value of £150 a year, in addition 
to fees, tenable for two years, will also be awarded in October, 1932. 

The Studentship, which is awarded triennially, is open to women 
students, not under the age of twenty, either graduates or others con- 
sidered to possess the necessary qualifications to undertake research, 
and is intended to promote the execution of definite pieces of original 
work preferably in Economic History, or, if no suitable candidate is 
forthcoming in that field, in some branch of Social Science. The 
subject of research must be approved by the Director of the School. 

In the case of the above awards, which will be made only in the 
event of suitable candidates presenting themselves, the successful 
candidate will be expected to devote his or her whole time to the work 
and to carry on researches in such fields of investigation as may be 
required. The subject of research must in each case be approved by 
the Director of the School. Where the Studentships are for a period 
of two years, extension beyond the first year will depend on a satis- 
factory report on the progress of the research. In the event of failure 


393 


394 ECONOMICA [AUGUST 


to complete the work or abandonment of the Studentship before the 
end of the period for which it is granted, the student may be asked to 
refund part of the money already paid. 


Metcalfe Studentship (for Women). 


The above Studentship, founded under the will of Miss Agnes 
Edith Metcalfe, is awarded annually by the University of London 
and is tenable at the London School of Economics. It is of the value 
of (at present) £100 for one year, and is open to any woman student 
who has graduated in any University in the United Kingdom. The 
student will be required to undertake research into some social, econo- 
mic or industrial problem to be approved by the University. Preference 
will be given to a student who proposes to study a problem bearing 
on the welfare of women. Further particulars and application forms 
may be obtained from the Academic Registrar, University of London, 
South Kensington, by whom applications must be received not later 
than September ist, 1932. 


School Notes 


The School records with deep regret the death of two of its former 
Directors—Professor W. A. S. Hewins, the first Director of the School 
(1895-1903), and the Hon. W. Pember Reeves, the third Director of the 
School (1908-19). The School also records with deep regret the death 
of Mr. E. T. Scott, editor of the Manchester Guardian, and a former 
student. 

Professor C. G. Seligman has been awarded the Nelson Annandale 
Gold Medal of the Asiatic Society of Bengal in recognition of his 
contributions to the study of Anthropology in Asia. 


Promotions and Additions to the Staff. 


EB. A. von Hayek, Dr.Jur., Dr.Sc.Pol., appointed Tooke Professor of 
Economic Science and Statistics as from August Ist, 1931. 

R. W. Firth, M.A., Ph.D., appointed Lecturer in Anthropology as 
from January ist, 1933. 

G. J. Ponsonby, M.A., promoted to be Assistant Lecturer in Transport 
as from August Ist, 1932. 

N. Kaldor, B.Sce.(Econ.), appointed Assistant in Economics as from 
August 1st, 1932. i 

Miss J. A. Kydd, M.A., B.Com., appointed Assistant in Social 
Science as from August Ist, 1932. 


es bee 
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Graham Wallas 


Addresses given at the London School of Economics 
and Political Science, October rgth, 1932* 


Sir Josiah Stamp 


Dr. Brown, the Wilde Reader in Mental Philosophy at 
Oxford, told us recently in York that every man is a different 
man to every person he meets. If a man is inconstant in his 
behaviour, or approaches different men differently, this must 
obviously be true, but if he is invariable in temper and outlook 
to all with whom he comes in contact, the difference must lie 
in those who supply the other half of the contact. I believe 
everyone would agree upon the complete consistency of Graham 
Wallas’s character and approach. So far as he was concerned 
he was the same to us all, and yet, according to our different 
temperaments and interests, we each record with quite different 
emphasis what were to us the greatest characteristics of the 
man. Each of us brought to that contact his own preconceived 
notions and complex of expectations, and while I desire very 
much to escape from the entirely individual angle of my own 
experience in paying my tribute to Graham Wallas, and, in 
making my estimate of him, to express sentiments of a more 
representative character, at the same time I make no apology 
for starting on an entirely personal note. 

Graham Wallas stood for me in a totally different position 
from any other thinker of my acquaintance. This is probably 
because I approached him originally in circumstances which 
were unique and entirely personal. At the age of 31, although 
I had just secured my degree, and had a fairly wide acquaintance 
with thinkers of all kinds through their books, I had never, 
in fact, met in the flesh any man of repute—teacher or lecturer. 
The opportunity had been completely denied me, for I had 
wandered all over the country with my bag of books—largely 
the spoils of the London School of Economics Common Room 


* A meeting in memory of the late Professor Graham Wallas, Emeritus 
Professor of Political Science in the University of London, was held at the 
London School of Economics and Political Science on October roth, 1932, 
with Sir Arthur Steel-Maitland in the chair. 
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bookshelves, and my temporary admission to local libraries— 
often only a month or so at each place. But up to that time, 
beyond an encouraging correspondence with Professor Edge- 
worth, the actual personal world of learning was quite unknown 
to me, and all the figures in it were names to which I attached 
purely imaginary personalities. 

After passing my examination with a course of study barren 
of every vitamin considered by the orthodox as essential to 
academic life—no lectures, no tutor, no guidance, no criticisms, 
no contacts and no catholicities—I received in the most cordial 
terms an invitation from Graham Wallas to have tea with him 
and discuss what ideas I had in mind for applying or carrying 
further the studies in which he was interested. What was a 
commonplace to most students, contact with a tutor, became 
to me an experience. I had a terrific theoretical reverence for 
Professors and authors, but I had never actually met one. 
So far from my getting any shock of disillusionment from the 
unexpected, Graham Wallas immediately fulfilled every concep- 
tion I had formed of an ideal Don: the nobility of his 
appearance, the deliberation of movement and utterance; the 
way he lingered on the bridge between the worlds of thought 
and action; the immense reserves of experience that he seemed 
to possess from which he drew discriminately for my help; the 
charm of outlook; all these impressed me and conquered me. 
I was no callow impressionable youth, but had spent fifteen 
years in a calling which beyond all others removes all illusions 
about man, and makes certainly for a cool judgment of pro- 
fessions, but in the intellectual sense I fell in love with him 
at first sight, and although I was to learn that in certain 
questions we had the most profound differences of outlook, this 
mental affinity was never entirely lost; nor did I ever find 
anyone who could quite fill his pface or make quite the same 
initial impression. It can be understood, therefore, why my 
whole attitude towards his teaching and influence is coloured 
by this unique personal relationship. No doubt I derived the 
kind of stimulus from his several books which you all have 
done. I never came under the sway of his lectures, but my 
contacts with him in correspondence and personally, although 
never continuous or connected, built him up steadily as a thinker 
of peculiar distinction and a certain pervasive power. We 
met on committees on public occasions, and as Joint Examiners, 
and in other ways, and always contrived in the course of short 
conversations to bring ourselves up to date in our relations 
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and outlook. As a fellow examiner I was impressed with his 
constant aim to keep his subject objectively alive, to raise it 
from a merely factual record, and to mark papers high for 
personal observation of actual methods rather than facts. As 
a colleague on committees I always felt that his attention was 
divided between the merits and substance of the subject under 
discussion and the modes of thought by which we were all 
approaching a decision. One suspected that the processes 
leading to committee conclusions were being under constant 
analysis. His mind had remarkable toleration, but hardly any 
tolerance. By tolerance I mean that he never became so inured 
to a particular mode of thought, or body of opinion, but he 
could still stand on one side and react with full initial vigour. 
He never became so completely used to the effects of particular 
stimuli that the doses had to be repeatedly increased to have 
their full effect upon him. In other words, despite his highly 
individual outlook, there was a virgin freshness of reaction 
to a repetition of ideas and experiences. By toleration J mean 
that while he often dissented strongly, he very rarely did so 
cynically, and he was humble-minded enough to believe that 
the entirely different conclusions reached by other people might 
have been come by without any lack of wisdom, logic or honesty. 
His mind was to me a curious complex of slow and rather 
laborious observation and pondering— boring away at reality,” 
Mr. Wells calls it, and others use the same word—and a swift 
intuitive grouping and comment. He was never happy for long 
in the abstract and without a set of practical illustrations, but 
equally he was not content for long to dwell with facts without 
squeezing them to get an essence of philosophical abstraction. 
He was very free from intellectualism as such, and phrase- 
mongering. He was always giving me advice, and if it 
failed to come I egged it out of him, and very charac- 
teristic it was. He held firmly that no man could get an 
effective lead nowadays unless he has wide and continuous 
contact with affairs, and so he found a score of practical tasks 
one might attach oneself to with advantage, in order to influence 
affairs, and was always ready with a suggestion of something 
for me to do. But if he found me immersed in offices and duties, 
he wanted me to slacken them and ‘‘ contemplate.’’ I have 
before me a characteristic New Year greeting where he says, 
“Make a new year resolution that you will this year give 
yourself a chance of thinking. . . . Couldn’t we meet, to stretch 
our legs and drink a cup of coffee and ask ourselves what the 
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whole thing amounts to?’? Another, who saw him more 
frequently, writes me: ‘“‘ He went about absorbed in thought, 


though ready to buttonhole anyone and shoot his question, and 
stopping, now and then, to make a little pencil note of something 
he saw, or wanted to remember.”’ 

Most formative thinkers in discussion state their points 
firmly, exclusively, universally. Mr. Wells says Wallas was 
great at the ‘‘ Yes, but—’’ That I believe is abundantly true, 
although sometimes he met a mind as “‘ Yes-buttish ’’ as his 
own, and then rather than enjoy a colloquy of reservation- 
hunting which left the original generalisation rather starved and 
neglected, he would react to the broad and positive starting- 
point. 

Some may have thought from a kind of wistfulness in his 
expression that he was a disillusioned, or even a disappointed, 
man. ‘hat is not my view. I think that he extracted real 
vital enjoyment from life and a quiet stream of satisfaction from 
the slow construction of new thinking. If he had been a 
disappointed man he could not have maintained what Mr. 
Wells calls his ‘‘ steady glowing enthusiasm for social con- 
struction—unquestioning as a primary interest in life.”’ 

Now I will try to summarise what I gather from my friends 
in a more general way to be his influence on them and his 
times. 

Most people, challenged to name his chief contributions to 
wider public thinking, revert to his first work on social science, 
wherein he showed so clearly the fallacy of the intellectualist 
basis of contemporary democracy, and broke down the tradi- 
tional assumption that men act mainly by reason, when emotion, 
half-conscious desire, and impulse, really play such an 
important part, and call for analysis and direction. How far 
were his own processes of reasoning coloured by sentiment and 
emotion, inasmuch as he was so closely on the watch for them? 
If they were present and prominent how far did he discourage 
and endeavour to eliminate them or to train them? I seemed 
often to catch him in the very act of analysing his own emotional 
processes, using the term ‘‘ emotional ’’ as he often did to cover 
all non-logical thought. One friend says, ‘‘He mainly 
impressed me with the feeling that the intellectual life was 
much more a matter of queer impulses and emotional back- 
ground than we intellectuals were always prepared to admit.” 
Doubtless he reached this point by starting with the examina- 
tion of the logical processes. Can we not see him as a young 
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teacher of twenty-three experimenting (as he tells usin Our Social 
Heritage) with his boys of eleven and twelve, being prepared 
in Greek and Law for the Scholarships of the big endowed 
schools, and making them repeat, not new mnemonics for roots, 
but a sort of catechism: ‘‘ My duty as a member of this class 
is to acquire correct intellectual habits.’’? ‘These boys are now 
grown men, and, said Graham Wallas, ‘‘I have never had any 
reason to think that the effect on them of such early intellectual 
self-consciousness has been other than good.’ 

Of his long service in the cause of education, and of the part 
he played in the early days of the School of Economics, I must 
leave others, with first-hand knowledge, to speak. Although his 
later work seems to have little in common at first sight with 
those experiences and the days of his Francis Place studies, 
yet one finds strong lines which derived from his earlier 
experience. He had had so much committee work that he was 
entitled to come out as a psychological expert upon it. All 
the same he broke new ground distinct from that experience, 
in Human Nature in Politics. Lippmann rightly called it the 
‘“ changing focus ’’ when political science turned from the dis- 
cussion of institutions, and no longer ignored the nature of 
the men who make, and live under, them, and so turned the 
study of politics back to the humane tradition of Plato and 
Machiavelli, making man the centre of political investigation. 
But in the Great Society, with its psychological analysis of 
the modern state, his method ripened into his full outlook. 
More and more he insisted on the different kind of rationality, 
or lower degree of it, which man exhibits in committees and 
even in company. Delisle Burns says that as a pioneer in social 
psychology he happily knew nothing of “ physiology ’’ or 
instincts, and was free from learned mythology. In Our Social 
Heritage we got fuller knowledge of the individual from the 
outside influence, and the influence of his examination of the 
“* effect of an invisible environment ’’ was extensive in American 
thought. But it was in the Art of Thought that I fancied 
Wallas most clearly struck his own perfect note—the develop- 
ment from within. Here he emerged into that full statement 
of his aims: ‘‘In the present crisis of the twentieth-century 
society, our duty is to invent patterns of social behaviour which 
men may choose to follow, rather than merely to discover laws 
of social behaviour which they must inevitably follow. And in 
the invention of social patterns, as in the creation of a work 
of art, the emotion of significance is one of the conditions which 
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make intellectual fertility possible.’? He held finally that the 
deliberate separation of emotion from ratiocination is impossible, 
and their association is essential to the birth of creative ideas. 

He was a pioneer in the view that psychology was a key to 
the understanding of the political facts—‘‘ victorious as to the 
viewpoint, even if somewhat barren as to positive content,’’ 
says one student. As Delisle Burns says, ‘‘ he implied the 
need of the new analysis but never actually provided it, and 
his strength was in brilliant and illuminating observations of 
these aspects of social life.’ Wm. Piercy expresses it: “‘ It was 
the work of a pioneer and in a sense of an amateur—he wanted 
to use psychology as an instrument and very largely it wasn’t 
there, but his later years were spent in trying to make it.’’ 
Dr. Gregory comments on this aspect, ‘‘ I think he strengthened 
the general stream of anti-intellectualism when he wanted to 
strengthen a new intellectualism with a new psychology and 
the old ideals. He wanted feeling to be used in the service 
of intellect, and I rather fancy what he actually did worked 
out the other way.”’ 

A second strong feature was the optimistic trend of his teach- 
ing in a reliance upon, and a call for, invention—a clarion call 
for invention in organisation and thought to meet the problems 
caused by the other expansions of the human faculty. He was 
concerned that each mind should place itself in the way and 
attitude of it, should discover its own knack of bright thinking, 
He conceived of administration as a field for invention and 
experiment, and believed that new organisations of mind and 
will could make a rational control, and an Art of Politics be 
arrived at through an Art of Invention, which itself was a 
product of the Art of Thought. he idea that political machinery 
is a psychological problem, and links with the general problem 
of behaviour, has fastened its roots deeply upon us all. 

To estimate his qualities as a lecttirer I depend on others, 
but all seem agreed. ‘‘ He talked his later books and they 
came across in talk more vividly even than in print.’’ The 
stimulus lay somehow in the manner and an unseen hinterland 
of force, as much as in the matter. A student of my own 
days says, ‘‘ His impact as a teacher was tremendous, for he 
had an ever-simmering intellectual enthusiasm which was 
remarkablé and catching. Though his style was in some ways 
peculiar, he was the finest lecturer I have known, and once 
one had surrendered to his exposition, it seemed to penetrate 
the recesses of the mind like a rare drug.’”? Another speaks of 
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him as, in the best sense of the word, a “ spellbinder.”’ 
His power to make a naturally unattractive subject, such as 
the study of administrative detail and machinery, really 
fascinating was remarkable, and the effect lasted. In fact he 
proved that a branch of organic human knowledge, as distinct 
from a heap of facts, actually existed. Even practical Civil 
Servants, taught by him, took a new attitude to their authori- 
tarian responsibilities. He saw the “ grit in the wheels of 
administration that might hurt profoundly some wretched 
creature caught up in the toils.’’ It was probably this awfulness 
of bureaucratic authority that has made certain of his intellectual 
children, and more of his intellectual grandchildren, curiously 
individualistic. ‘‘ Humanising the administration ”’ is the final 
effect of his teaching. 

To his young colleague Gregory he seemed ‘‘ a Benthamite 
and an anti-Benthamite rolled up into one—the first as a 
passionate influence, the second as a social psychologist.’”? ‘To 
Piercy his character seemed ‘‘ more Millite than Benthamite, 
and its foundation was a patient honesty of mind, a disinterested 
love of truth, irradiated by an optimistic conviction of the value 
of knowledge and experience, and a feeling that at any moment 
the flash of invention might come which would create something 
socially valuable.”’ 

While I knew little of his intimate personal affairs, I always 
admired the simplicity and unsophisticated character of his 
life and wants, his affectionate and generous nature, his warm 
friendship, and particularly his freedom from acid expression 
and smart superiority of mind. He had essentially a chivalrous 
mind. Wells recalls him intervening on the typescript with 
his tapping pencil, ‘‘ I shouldn’t say that you know, I don’t 
think it is quite fair to say that.’’ Sir Michael Sadler says 
that in his living self he taught us more than we have learned 
from his books. ‘‘ In his unorthodox way he was a confessor. 
Only a man who always told himself the truth about near things 
and last things would have influenced us as he did, often against 
our will, and he always did it with a smile, half sceptical, half 
happy, never pompous, rather wistful sometimes, but yet 
imperative.”’ 

Of his own methods of work I can only guess. Wells describes 
him as ‘‘ rather a lazy writer,’’ and from the point of view of 
one who could execute an allotted task forthwith without much 
backwards and forwards writing, or waiting for the mood, this 
might appear to be the case. In another sense he was an 
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industrious and most persistent one, but I have often wondered 
whether, if he had written under great pressure of imminent 
necessity, the result would have been more, or less, brilliant. 

I must leave it to others to assess his early life as School- 
master, Fabian, Municipal Councillor and Educationist. I know 
that he still thought of himself—with what justice I can hardly 
say—as potentially an excellent teacher of elementary Greek, 
and as a critic of what Bishops might be thinking and why they 
thought it. But he always shared in sympathy the intellectual 
life of others much more easily than its emotional or religious 
context, however clearly he allowed for them. 

Coming between the recognised areas of psychology, politics, 
philosophy and history, he did not get the immediate recogni- 
tion in any academic field that in my judgment he deserved. 
The central pundits of each field regarded him often mainly 
as the responsibility, pride and possession of the others. It was a 
great joy to me when his own University of Oxford at long 
last gave him the honorary doctorate of letters, and his own 
pleasure was simple and unaffected without trace of vanity, the 
very mirror of his unselfish personality. 

Lord Chesterfield reminded us that Pliny leaves mankind 
this only alternative: either of doing what deserves to be 
written, or of writing what deserves to be read. Surely Graham 
Wallas did both. He is gone from us, passing as I think he 
would most have wished, for he was spared the rigours of long 
illness, and the slow decay of power which he would have himself 
analysed with curious, if painful, detachment. For his fine 
qualities of mind were with him to the end—advancing years 
showing to his intimate friends only a little rallentando; hope 
and enthusiasm were undimmed, though with a shade more 
wistfulness, but with the full humanity and gaiety of unsoured 
youth. His monument is all about him here; in the whole 
history of this School, from its beginning to this date; in 
the ever-widening influence of his work upon thought and 
action ; in the contagious stimulus of his example and outlook ; 
in the simplicity, loyalty and beauty of his character, and the 
unforgettable charm of his friendship. How truly Hazlitt says, 
“Fame is not popularity, the shout of the multitude . . . it 
is the thought of a man surviving himself in the minds and 
thoughts of other men, undying and imperishable.’? That is 
the fame of Graham Wallas. He continues to do so much for 
us—we, alas, can do no more for him. But I believe we can— 
we can at least continue worthily what he began. 
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Lord Passfield 


I st1Ly vividly remember my first meeting with Graham Wallas 
in 1882, just over half a century ago. Wallas called at the 
Colonial Office to see a college chum, Sydney Olivier, who was 
living in Downing Street with me, both of us being at the time 
Resident Clerks. Olivier was not in, and Wallas waited for 
his return. Almost instantly, with Wallas’ characteristic gift 
of intellectual intimacy, I found myself engaged in a game of 
chess, and simultaneously discussing the state of the nation. 
For the ensuing couple of decades our intellectual intimacy was 
close and continuous. Wallas had enjoyed what was then 
deemed, in Victorian England, the best education that the 
world could give. I had had almost the diametrical opposite. 
Wallas at twenty-five had a mind that seemed to bound forward 
to embrace any intellectual experience new to him. Constantly 
to be meeting him in intimate converse was, to me, a liberal 
education beyond all price. His eagerness to explore any new 
range of ideas, to pursue every novel suggestion to its utter- 
most, to execute a series of illuminating variations on any 
theme—all this lay at the root of his supreme excellence as 
a teacher. 

Gradually, and as it seemed slowly, the practical business 
of life caught him in its toils. Another episode may be 
recalled. At the end of the ’eighties, it seemed, to some who 
were still young men, most important to rescue the School 
Board for London, then the world’s greatest educational 
authority, from its strangling dominance by a reactionary 
majority that united a paralysing parsimony with what was 
regarded as theological obscurantism. Wallas’ share in the 
electoral campaign—before he had actually lived through the 
electioneering experiences that inspired Human Nature in 
Politics—was the preparation of a grave, detailed and purely 
intellectual indictment, to the preparation of which he devoted 
months of study of the School Board minutes, aided by friendly 
cross-examination of the Progressive minority. This weighty 
pamphlet, entitled The Case against Diggleism, which could 
be appreciated only by the tiny minority among the educated 
electors who might be induced to read it, was, I believe, the 
decisive influence in the victory apparently gained by more 
conventional electioneering devices. 

For another decade, Wallas gave almost his whole life to 
educational administration. As Chairman of the School 
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Management Committee, the most important section of the 
School Board activities was given into his hands. He thought 
it the chairman’s duty, not only to peruse the voluminous 
agenda at the almost daily meetings, and know every detail, 
but also to make up his own mind before each meeting exactly 
what each sub-committee ought to decide on each issue. It 
generally did so decide. His friends sometimes reproached him 
for lying awake at night worrying over the problem of which 
of the scores of assistant teachers, all of whom were to be 
promoted to the scores of vacant headships,.might be expected 
best to cope with the peculiar difficulties of each particular 
school. ‘This exceptional conscientiousness, and no less extra- 
ordinary reliance on being able to learn and correctly to 
appraise all the relevant factors in each case, his friends thought 
more praiseworthy in intention than prudent in the way of 
economy of effort. 

I was conscious of my own loss when, after some twenty 
years of close intellectual intimacy, Wallas and I became so 
much more engrossed in different spheres of work that we could 
meet only occasionally to read each other’s proofs, discuss each 
other’s current projects, and travel over each other’s minds, to 
the very end interested to the point of mutual criticisms of 
each other’s divergencies. ‘Taken all in all, I feel I have learned 
more, and gained more intellectually from Graham Wallas than 
from any other friend. 


Harold J. Laski 


GRAHAM WALLAS was, above all things, a very great teacher. 
He had the gift of inspiring all who came in contact with him 
with the sense that ideas really matter. His lecture room at 
the London School of Economics was an amazing sight. Half 
the nationalities of the world had their representatives there; 
and one had only to scan their faces to realise that what he 
said opened new and attractive horizons to them. And, even 
more than in the lecture room, his private counsel must have 
been the real beginning of many an important book. He had 
always something original to suggest. He always left you with 
a new and vivid sense that to think seriously was to fulfil a 
great social obligation. He never sought to impose himself in 
these talks. He made the young recruit feel that here was not 
the professor lecturing the disciple, but the fellow-hunter in the 
greatest game in the world. 
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Of his own books, two, at least, mark an epoch in their 
subject. The Francis Place (1898) was, with Mr. and Mrs. 
Webb’s History of Trade Unionism (1894), the real beginning 
of the scientific study of English working-class history. All 
modern accounts of the movement for Parliamentary reform 
and of Chartism have taken their perspective from the founda- 
tions he dug; and the debt to his book owed by writers like 
Leslie Stephen, Mark Hovell, the Hammonds, has been amply 
acknowledged. The Human Nature in Politics (1908) wrought 
something like a revolution in the methodology of political 
discussion, both in England and in America. It was the first 
time that democracy had been discussed by a man amply 
acquainted with psychological research; its freshness, its 
humour, its almost uncanny power of realistic insight, gave a 
new and profound stimulus to scientific thinking. It is not too 
much to say that a good deal of the best recent work in this 
field, that, for instance, of Walter Lippmann, took its origin 
from Graham Wallas. His was essentially the kind of book that 
fertilises other men’s minds. 

Wallas was not, however, merely a teacher and a writer of 
books. He worked slowly, almost too slowly, perhaps; and 
he had that passion for perfection in his output which always 
tempted him to one more revision of the book in hand. He 
tried to make his books the expression of his very varied 
experience; and he knew, as few know, how difficult is the 
marriage of doctrine and practice. He had had long experience 
of the London School Board and the County Council. He had 
taken part in many an election. He was a valued member of 
the Royal Commission on the Civil Services, 1914, where his 
fertility in suggestion is clearly discernible in the Report. He 
had been chairman of the Academic Council of London Univer- 
sity. He sought to bring all this experience on to a single plane 
to explain, if he could, what is implied in the difficult task of 
intellectual co-operation in the great society. The things he 
felt, so a friend could hardly but perceive, were almost too big 
and too complex to be reduced to the tidiness of a system. The 
result became an invaluable body of hints and suggestions 
which, for long years to come, will form the material of other 
men’s books. , 

In politics he was a Socialist, and, Webb and Shaw apart, he 
was probably the most influential, as he was certainly the most 
original, of the Fabian essayists. He stayed with the Fabians 
for twenty years; but the formal cause of the break, an acute 
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difference upon the fiscal question on its imperial side, was 
probably more its occasion than its root. Wallas was not, by 
nature, the fighting party man. He could rarely be interested 
in tightness of doctrine, or symmetry of institutions. His 
genius was for dealing with persons and their relations. ‘“‘ Mr. 
and Mrs. Webb,’ Professor Zimmern once happily remarked, 
‘‘ are interested in town councils; Graham Wallas is interested 
in town councillors.’? ‘That was a true insight into his very 
essence. It gave him his unique power of friendship with the 
most disparate persons; and it-explains his lifelong inability 
to tread a narrow path. 

But he was always a Socialist in the fundamental sense that 
he believed passionately in equality; and he always insisted 
that liberty has no meaning save in that context. It was his 
egalitarianism which made him look upon the Monarchy without 
enthusiasm, for he was keenly aware of the aristocratic leanings 
its creates in society. It was his love of equality which evoked 
his long labours for education. Ultimately, also, I think it was 
his love of equality which gave him those Rationalist contacts 
he cultivated particularly in his later years. He saw the Church 
of England as the citadel of social and spiritual privilege; and 
he resented profoundly its hostility to new ideas. 

Where he felt keenly he fought with great courage. Academic 
freedom, not least in America, the cause of a free Italy, secular 
education, the reform of the law—to these he brought the service 
of his abounding energy. And as he never stopped thinking, 
so he never stopped learning; his last days, in his seventy-fifth 
year, were spent in the unwearied revision of a new book into 
which he was putting all his mind and soul. We had often 
talked of it together ; and I never ceased to regard with admira- 
tion his anxiety to be informed of the latest work in his own field. 

Many universities honoured him; and he took a simple and 
healthy pleasure in the sense that the significance of his work 
was recognised. But what, I think, pleased him most was that, 
even when he had ceased to play an active part in teaching, 
his colleagues made him amply aware that he was to regard 
himself as a permanent member of their body. ‘That was 
because he had known supremely how to make the art of thought 
the way of friendship. ‘That is why, great as was his work as 
teacher, important as was his contribution to thought, it is above 
all the loss of a friend whom we who loved him mourn.? 


ees by kind permission of the editor of the New Statesman and 
ation. 
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Sir William Beveridge 


OTHERS have spoken of Graham Wallas in his early days, as 
a writer of books, as a thinker, as a teacher. I shall begin 
by saying something of another side of his work; I shall go 
on, by reading some of his own words, to try to bring him back 
to us to-day. 

The other side of his work is the part he played in the 
Senate of the University of London. It is to this that my 
first memory of him at the School relates, to a talk which I 
had with him soon after my appointment as Director. That 
is still one of my most vivid recollections. 

Under the constitution of the University thirteen years ago, 
the Director of the School of Economics was not as such a 
member of the University Senate, as he is now. Wallas was 
then the representative of the Faculty of Economics on the 
Senate; holding that the Director of the School should, in the 
interests of sound administration, be a member of the Senate, 
he came to me to offer to resign his post on the Senate with 
a view to securing my election in his place as representative 
of the Faculty. I told him that I hoped to be able to secure 
membership of the Senate in another way, and that certainly 
he should not take any immediate action in resigning. He 
expressed much relief at this, and said that he thought that it 
would be a pity for him to leave the Senate if he could stay 
there; he was beginning, he felt, to be of some influence. 
‘“‘ They’re a queer crowd in some ways,” he added, ‘‘ but, when 
I speak there now, I sometimes think that I turn a vote.’’ In 
fact, he was then a leading figure in the Senate, and became 
soon after Chairman of the Academic Council. His interview with 
me offering to resign his place was in all ways typical of him. 

First, and most typical, was his readiness to clear the way 
for the new generation. One of the things that made it 
impossible for any younger person to regard Wallas as anything 
but a friend of equal age but greater wisdom was this self- 
effacing attitude. It found striking expression again when a 
few years later he insisted on retiring at the earliest possible 
date from the Chair of Political Science, though all others would 
have welcomed his continuance. 

Second, and of the essence of Wallas, was the fact that his 
resignation from the Senate would have been for him a very 
real sacrifice, perhaps even greater than his resignation of the 


Professorship. 
B 
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He enjoyed taking part in administration. As he once said 
to me: ‘‘ It is more important to make a good institution than 
to write a good book.”’ 

He enjoyed taking part in administration through com- 
mittees ; these allowed him to watch the play of human nature. 

And above all he enjoyed academic administration, because 
every now and again this gave him the chance of striking a 
blow for one of the causes that he had most deeply at heart, 
the cause of liberty of thought. He was for ever in a state of 
armed watchfulness against possible enemies of such liberty. 
Whenever the dragon of interference raised its head, and even 
sometimes when to others the dragon looked more like a rabbit, 
he scented the hope of battle from afar and came thundering 
into the fray. Sometimes it would be a committee of subscribers 
to a University Chair who appeared to be imposing conditions 
on the free expression of opinions by the holder of the Chair, 
or seeking unwarranted reports as to his actions. Sometimes 
it would be a professional body like the Royal Institute of 
British Architects, or the Teachers’ Registration Council, 
imposing, as he thought, compulsory trade unionism. Some- 
times it would be a group of University teachers themselves 
leagued in defence of a hampering tradition of the past. 
Intolerance of the new was to him anathema. In the University 
he stood always as a strong bulwark of academic liberty. 

I have named as one of his interests in administration the 
chance that it gave him of observing human beings. The social 
psychologist in him never slept; his eyes were always open 
to every queer trick of human nature. It is the supreme mark 
of Wallas’ quality that in him the most caustic analysis of 
human faults and littleness only increased his love of his 
fellows. Wallas often brings to my mind, by contrast, the gibes 
at intellectualism with which Wordsworth begins ‘‘ A Poet’s 
Epitaph ”’ : ; 


“Art thou a Statist in the van 
Of public conflicts trained and bred? 
—First learn to love one living man; 
Then may’st thou think upon the dead. 


Physician art thou?—one, all eyes, 
Philosopher! a fingering slave, 

One that would peep and botanise 
Upon his mother’s grave? 
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A Moralist perchance appears ; 

Led, Heaven knows how! to this poor sod; 
And he has neither eyes nor ears; 

Himself his world, and his own God; 


One to whose smooth-rubbed soul can cling 
Nor form nor feeling, great or small; 

A reasoning, self-sufficing thing, 

An intellectual All-in-all! ”’ 


How cheap the life of Wallas makes the rhetoric of Wordsworth 
seem. Of all these gibes, Wallas was the living, conclusive 
refutation. Statist, physician, philosopher, moralist, intellec- 
tual, the more piercingly he knew his kind the more he loved 
them, and knew why he loved them. Here, from The Great 
Society, is a personal experience : 


“Tf, after a period of psychological reading one stands 
on a railway platform or at a window, looking at that 
unknown crowd which makes the solitude of London, the 
faces which one will never see again seem less indifferent 
than they did before. Those men who are innocent of 
psychology, but have an exceptional gift of reading 
physiognomy, may see more than the less gifted in spite of 
their book-learning. But book-learning and the habit of 
attention which it produces does seem to make it easier to 
interpret the less obvious signs of psychological states, and 
more probable that those states will stimulate a certain 
degree of love. The tired mother snapping at her tired child, 
the weak smile of the dreamy youth, the intense self- 
consciousness of the two talkers who are ‘ showing off’ to 
the other inmates of the omnibus, all seem intelligible and 
kindly. And if formal psychology lends a measure of reality 
to those whom one sees only for a moment, it can also sharpen 
and make more poignant the mental picture, which every mem- 
ber of the Great Society forms, of that larger multitude of his 
contemporaries whom he will never see, but whose lives he 
must necessarily influence.’’* 

By formal psychology we may learn to love our fellow 
travellers, in tube or omnibus. By nature they and their con- 
veyances, the clatter of cities, the public battles of the Great 
Society are less congenial to us, less harmonious to man’s 
instincts than 

1 The Great Society, 1928 edn., pp. 154-5. 
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‘The silence that is in the starry sky, 
The sleep that is among the lonely hills.”’ 


Wallas knew that as well as Wordsworth, or better. 

“This want of harmony,”’ he writes, ‘“‘ in great things and 
in small, between our race and its environment has been noticed 
ever since men, at the beginning of civilisation, began con- 
sciously to reflect upon their way of living. They dimly felt 
that their earliest instincts were related to an open-air life in 
which their ancestors had supported themselves on the gifts 
of the untilled land. Such a life was ‘ natural,’ and poets, 
for thousands of years, have longed to return to it, to recall 
the ‘ Golden Age’ before the invention of fire, or the Garden 
of Eden, whose inhabitants knew neither clothing nor agri- 
culture. 

‘‘Tt was the supreme achievement of the Greek intellect to 
substitute for this vain longing a new conception of nature. 
To Aristotle, as to Hobbes, it was evident that the old life in 
which man, without the powers which civilisation gave him, 
faced an untamed world, must have been ‘ poor, nasty, brutish 
and short.’ It was true that man’s nature and his environment 
were at war, but the remedy was not to go back to the forests 
of the past, but to invent the city of the future, the material 
and social organisation which should contrive a new harmony, 
higher because it was deliberate.” .. .”’ 

. This is the master-task of civilised mankind. ‘They 
will fail in it again and again, partly for lack of inventive power, 
partly from sheer ignorance of the less obvious facts of their 
material surroundings and mental structure. But it is hardly 
possible for anyone to endure life who does not believe that they 
will succeed in producing a harmony between themselves and 
their environment far deeper and wider than anything which 
we can see té-day.* . ..”’ . 

I have spoken of Graham Wallas as one of the leading figures 
of the University Senate. He was a figure whose passing left 
the Senate, as it would leave any assembly, a colder, emptier, 
shrunken place. But a leader in the usual sense he never was; 
for leadership in human assemblies almost inevitably implies 
party, with party loyalties, compromises, bargains. Wallas 
sometimes turned a vote in the Senate, but not so often as he 
turned our thoughts. He had no assured following and he 
never sought one. His was not the stuff of which party leaders 


2 The Great Society, 1928 edn. 66- 
3 Tbid., p. 68. pe et 
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are made, but the stuff of which leaders of humanity are made. 

“‘ The very existence of the Great Society requires that there 
should be found in each generation a certain number of men 
and women whose desire for the good of others is sufficiently 
reliable and continuous to ensure that they will carry out the 
duty of originating leadership (mere dexterous self-advancement 
does not originate) either in administration or thought. 

““ Whoever has known any such men will accept the state- 
ment, which they themselves constantly make, that no ambition, 
however lofty, would be sufficient to carry them through the 
unexciting toif, the constant disappointments, the ever-present 
uncertainty of result, which are involved in the intellectual 
organisation of a modern community. . . . If one asked a dozen 
of these modern leaders for an introspective account of the 
emotion of Public Spirit, most of them (if they were able 
accurately to observe their own consciousness) would, I believe, 
come back to that original Love and Pity for their fellow human 
beings as such which I have just been attempting, without either 
exaggerating its efficiency or denying its existence, to describe. 

** In inquiring how anything so primitive, so weak, so inter- 
mittent, or ‘ touched with the animal’ as instinctive Philan- 
thropy can have such a strong and continuous result as the 
more important manifestations of Public Spirit, I find myself 
helped by an analogy which I heard used in an Oxford dis- 
cussion club. One of the speakers pointed out that the whole 
system of modern music, all the overwhelming course of feeling 
and thought which is roused by a Beethoven Sonata, depends 
upon the existence in mankind of that primitive and simple 
preference for rhythmically related sounds which may be 
observed in some of the higher non-human animals, and which 
is directly appealed to by the crooning chants or throbbing 
drums of a West African tribe. Without that ‘ touch of the 
animal’ a modern concert would be as unintelligible to us as 
a picture gallery to a blind man. But the original rhythmic 
instinct is made astonishingly wider, more powerful, and more 
lasting by training, by many-sided intellectual and emotional 
associations, and by our general esthetic interest in elaborated 
form. 

“’On the same lines one can attempt to separate out the 
psychological elements which enable our intermittent natural 
interest in our fellow-men to become the Public Spirit of a 


lifelong servant of society.’”* 
4 The Great Society, 1928 edn., pp. 146-8. 
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‘‘ A lifelong servant of society.’’ That was Graham Wallas. 
A beloved lover of his kind. ‘That was Graham Wallas. To 
all who knew him a pillar of strength in doubt or perplexity, 
a well of sweetness if ever life tasted bitter. That was Graham 
Wallas. To all who knew him or his works a continuing 
inspiration ; in this School of ours and his an undying name, 
an ambient presence. That is Graham Wallas. 


[A letter inviting subscriptions to the Graham Wallas Memorial Fund 
appeared in The Times on October 31st, 1932, and is printed as an insert 
in the present number of Economica.—ED. ] 
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Consumption and the Trade Cycle’ 


By Lione, Rossins 
(Professor of Economics in the University of London) 


A 


THE object of this paper is two-fold. Firstly, it examines 
critically certain theories which attribute trade depression to 
a deficiency of consumption. Secondly, it indicates very briefly 
and very tentatively what seems to me to be a more correct view 
of the relationship between consumption and the downward turn 
of trade. Neither the criticisms nor the constructive sugges- 
tions make any pretentions to originality. I have simply tried 
to adapt to the subject which I have chosen views which, if not 
yet universally accepted, to-day command the adherence of 
economists of standing in many different parts of the world.’ 
In doing this, however, I have endeavoured to avoid the use 
of unfamiliar terminology. This has imposed considerable 
limitation on the attainment of complete precision, but, for 
various reasons, it seemed worth attempting. 


II 


1. To commence, then, with criticism. It is the essence of 
the so-called underconsumption theories that, under a capitalistic 
order of society, an insufficient amount is spent on consumption. 
Hence, it is argued, it is impossible for any long period to 
market goods at a profit. This contention is common to all 
such theories, but, in the detailed arguments involved, certain 
differences are apparent. or purposes of analysis, therefore, 
we may divide such theories further according as they involve 
an absolute or a relative deficiency of spending for consumption. 


* The substance of a paper read before Section F of the British Association 


at York, September rst, 1932. : 

1 Besides the well-known works of Professors Mises and Hayek, the fol- 
lowing may be consulted: Haberler, ‘‘ Money and the Business Cycle Hs 
(published in Gold and Monetary Stabilisation, Chicago University Press, 
1932); Bresciani-Turroni, ‘‘ Kapitalmangel und Wahrungsstabilisierung 
(Wirtschaftstheorie der Gegenwart, Bd. II, pp. 391-403) ; Hicks, The Theory 
of Wages (Chapters IX and X) and Strigl, “ Die Produktion unter dem 
Einfluss einer Kreditexpansion,” Schriften des Vereins fiir Sozialpolitik, 


Bd. 173/2, pp. 187-211. 
433 
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Thus, on the one hand, we have theories which assert that the 
absolute amount spent on consumption tends to be insufficient. 
Into this group fall the views of those who urge that a stable 
consumers’-goods price level is essential to continuous pros- 
perity. On the other hand, we have those theories which assert 
rather that it is the amount spent on consumption relatively 
to the amount invested which is at fault. Into this group fall 
the theories of Mr. J. A. Hobson. I propose to examine each 
of these groups separately. 

2. Before doing this, however, I wish to devote some attention 
to a theory which goes beyond any of these and asserts not 
merely that the capitalist machinery does not result in enough 
being spent on consumption; but that it inevitably results in 
not enough being spent on the product of industry in the gross. 
I refer to the theory of Major C. H. Douglas. I select this 
theory for critical examination, not from any desire to select 
what some would regard as an easy target, but because 
it so happens that such an examination brings out, more vividly 
than any other way I know, the significance of certain proposi- 
tions which seem to me to be very important in the general 
universe of discourse I have chosen. I do not know any writer 
on these subjects who enunciates so distinctly the exact opposite 
of what seem to me to be correct views on these matters.” 

3. Major Douglas bases his diagnosis on a survey of factory 
costing. ‘Take any article of factory manufacture, he says—a 
nut and bolt, for example. Part of its cost consists of wages, 
salaries and other payments to the recipients of ultimate income ; 
but part consists of raw material charges, factory upkeep, and 
similar ‘‘ overheads.’? ‘The sums distributed as current income, 
therefore, are not sufficient to purchase the current output. Now 
what is true of one factory is true of all. It follows, therefore, 
that, throughout the entire economic system, there is a con- 
tinuous deficiency of income to purchase the product—a deficiency 
which, if not made good by the continuous issue of paper money, 
must necessarily lead to chronic bankruptcy and confusion.’ 

4. Such is the diagnosis on which this theory is based. In 
the past, public criticism of this theory has concentrated rather 
upon the obvious weakness of the inflationist propaganda with 


2 Since ‘writing the above I have had the privilege of seeing a manuscript 
by my friend, Mr. E. F. M. Durbin, in which the views of Major Douglas 
are criticised on somewhat similar lines. I should like to make it clear that 
Mr. Durbin had reached his conclusion quite independently. Mr. Durbin’s 
analysis is much more exhaustive than mine and should be consulted by all 
who are interested in this type of theory 

8 Economic Democracy, pp. 56-8. 
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which it is associated than upon the fundamental logical fallacy 
which lies in the diagnosis itself. ‘This is unfortunate. It is 
easy to see that if credit were issued on the lines suggested, 
the condition of the area in which the experiment was made would 
soon be as bad as that of Germany during the worst stages of 
inflation. But this leaves the logic of the argument unaffected. 
To refute a theory, it is not sufficient to show that its conse- 
quences are dangerous: it is necessary also to show that its 
logic is defective. Fortunately, in the instance we are consider- 
ing, this is not difficult to do. The fallacy consists in a mis- 
apprehension of the conditions which make capitalistic 
equilibrium conceivable. It is perfectly true, as Major Douglas 
urges, that in such a system the sums distributed in any period 
as ultimate incomes—wages, salaries, etc.—are insufficient to 
purchase the product of industry of the same period, if 
“ product ’’ be understood to mean the output of all financially 
independent productive units at all stages of the productive 
process—the gross product in the sense in which the term is used 
in the statistics of the Census of Production.* But, so far from 
this being a cause of disequilibrium, it is, in fact, an essential 
condition if any kind of equilibrium is to be preserved. 

5. This proposition can be very easily demonstrated. Let 
us consider a system which is in stationary equilibrium (i.e. 
a system in which no net saving is taking place). Now, it 
should be clear that only in very special circumstances is it 
compatible with the requirements of equilibrium that the 
recipients of net money income in any period should be in a 
position to purchase the whole product of industry during that 
period. Indeed, save in the special case of vertical integration 
all round, it can only be so when production is of what may be 
called the hand-to-mouth or single-stage variety. If the various 
consumption goods brought to market are each produced in one 
short operation with the aid of no “‘ produced means of produc- 

4 The history of this conception is interesting. Introduced by Smith, it 
played an important part in the classical system until Mill’s rejection of 
the Wage Fund Theory in the ’seventies. From that time it passed into 
undeserved neglect. Professor Cannan, writing early in the ’nineties, could 
find in it only “a ridiculous total’? (Theories of Production and Distribu- 
tion, p. 77). Later, Professor Irving Fisher rehabilitated it as a concept 
of monetary theory: ‘So far from being ridiculous, this total is the work 
of exchange done by money—the ‘societary circulation’ of Newcomb ” 
(** What is Capital??? Economic Journal, VI, p. 534). The significance and 
theoretical utility of the concept is fully recognised in Professor Taussig’s 
Wages and Capital, but unfortunately that work did not always receive the 
attention it deserved and, in consequence, it is only quite recently that the 


importance of the classical conception has once again come to be recog- 
nised, 
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tion,’ then, in any equilibrium situation, it is true that the 
amounts paid to their makers and the owners of the natural 
resources from which they are made will be equal to the value 
of the total product. In such circumstances, the value of the 
gross product and the net product will be identical. But once 
there exists ‘‘ vertical’? division of labour, production is 
divided into more than one stage. Unless there is complete 
vertical integration in every line of production, this means that 
the aggregate of money payments made in any unit period will 
be greater than the aggregate of payments to ultimate factors 
of production. ‘That is to say, the value of the net product and 
of the gross product are no longer identical. The sums paid out 
for them are no longer identical. Some of the money paid out 
in each stage constitutes net income. But some goes to replace 
capital purchased from an earlier stage. We get an exact 
notion of the process if we think of the picture presented by the 
Census of Production statistics. The baker pays out wages, but 
he also buys flour to replace his stock. The miller pays out 
wages, but he buys wheat to make good his sales. And so on and 
so forth. At each stage there are costs which are not income. 
Now, no doubt, in any computation of the net income, these 
elements in the gross income cancel out, leaving us with figures 
of net income which, in a stationary state, should correspond 
to computations of net income made on the income-tax assess- 
ment plan. But this is not to say that they are negligible from 
the point of view of equilibrium theory. On the contrary, they 
are most important. For in order that the system may continue 
in equilibrium—other things being the same—it is essential 
that they should continue as before. The condition of 
equilibrium is that the net income of the factors of production 
should be equal to the value of consumers’ goods produced and 
that the payments between the earlier stages (the elements in 
the gross income which cancel out)sshould continue in such 
a way as to keep the value of capital constant ; i.e. other things 
remaining unchanged, should themselves be unaltered in volume. 
Thus the complaint that the net income is insufficient to purchase 
the gross product is doubly absurd. It is unnecessary that it 
should be so if equilibrium is to be preserved. And it is 
undesirable that it should do so if the system is not to run 
down. If those payments which are not net income did not 
continue to be made, “‘ many-stage production ’’ in financially 
independent forms could not profitably persist. ; 
6. We may perhaps see this second point more clearly if, for 
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a moment, we allow ourselves to suppose that the tacit require- 
ments of Major Douglas’s critical diagnosis were actually to 
be fulfilled. Suppose that the incomes of the factors of produc- 
tion during any period were to be raised so as to equal the value 
of the gross product, offered for exchange during that period. 
What would this imply? Simply that the whole fund of free 
capital (amortisation quotas and working capital) had been turned 
into income : that the entrepreneurs had been compelled to pay out 
all that they receive ‘‘ over the counter ’’ as wages, salaries, divi- 
dends, etc.” What would be the result of this? Clearly, unless the 
recipients of the extra income at once reinvested the increase, there 
would occur all the phenomena of the severest form of economic 
crisis. ‘The prices of consumption goods would rise ; but the prices 
of intermediate products, raw materials, machines, etc., would 
collapse for, by hypothesis, the free capital which constituted the 
demand for such products would have been transferred. Of course, 
such an extreme state of affairs is not likely to occur in practice. 
But if wages are above the equilibrium point it is possible for some- 
thing disquietingly like it to begin to make its appearance.® In 
any case, the illustration should make clear the fundamental 
points overlooked by Major Douglas that equality of net and 
gross income is incompatible with the requirements of equilibrium 
under capitalist conditions and that the failure of the distributive 
machinery to secure this equality is not to be regarded as a 
disequilibrating factor. 

7. Thus in the case most favourable to Major Douglas, the 
completely stationary state, his argument breaks down com- 
pletely. If real accumulation is to take place—that is, if the 
system is to be ‘‘ progressive’’—the refutation applies a 
fortiori. For, in such circumstances, the gross income must 
exceed the amount spent on consumption goods by more than the 
difference between the gross income and the payments to the 
ultimate factors of production: it must contain a quantity 
equivalent to the amount of net saving. If accumulation is 
to take place, there must be abstention from using all the 
productive power available to produce a constant flow of real 


5 On the entrepreneur’s place in distribution, see Taussig, Wages and 
Capital, especially Chapters I-VI. It has been said that Professor Taussig’s 
book still smacks of the Wage Fund. On this, the appropriate comment 
is, not so much worse for Professor Taussig’s book, but so much better 
for the Wage Fund Theory. I would make so bold as to assert that, at the 
present time, the whole drift of economic thought on these matters is 
towards a rehabilitation of these much-derided but little-understood proposi- 

ns. 

a See Hayek, ‘‘ Kapitalaufzehrung,”’ Weltwirtschaftliches Archiv, Bd. 36, 
pp. 86-108; also Hicks, The Theory of Wages, Chapters IX and X, passim. 
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income in the present. Some current money income must be 
spent in ways which will yield real income only at some point 
in the future, other things remaining the same. To shift the 
proportion between gross income and net income in favour of 
net income, is simply to diminish the flow of saving. 

8. It is time to proceed to underconsumption theories proper. 
In this connection, I turn first to those theories which attribute 
trade depression to a failure of the amount spent on consump- 
tion to reach a certain absolute figure—the figure which, in 
the given circumstances, would keep the price level of con- 
sumers’ goods stable. : 

Fortunately, it is not necessary to linger long in this neigh- 
bourhood. Although, in the last few years, there has crept into 
popular discussions the assumption that this view is universally 
accepted among economists, in fact the true state of affairs is 
almost precisely the contrary. In modern times, there have 
been few economists of standing who have not gone out of 
their way actually to refute it. ‘The belief that there is nothing 
detrimental to the smooth working of the economic machinery 
in the changes which result in a consumers’ goods price index 
falling with increased productivity, is not the esoteric creed 
of a handful of ‘‘ sadistic deflationists ’’—as is sometimes sug- 
gested nowadays. It is the view which has been held by the 
majority of the men who have made modern monetary theory 
in English-speaking countries what it is—Marshall, Edgeworth, 
Taussig, Hawtrey, Robertson, Pigou.” That a belief that prices 
cannot fall without causing depression should be able to co-exist 
with the overwhelmingly convincing demonstration of the 
contrary proposition in nearly all the standard works on the 
subject is a most disquieting revelation of the gulf which still 
exists between scientific knowledge and popular opinion. 

The refutation of the view in question is very simple. It 
is clear that there is nothing inimical to the profitability of 
a particular undertaking if the prices of its products fall pari 
passu with its costs. Now the price level is simply a statistical 
average of the prices paid for particular products. If, therefore, 
the prices of particular products may thus fall without difficulty, 
then there is nothing in their compilation into index numbers 


7See e.g. Marshall’s evidence before the Gold and Silver Commission 
of 1887 (Official Papers by Alfred Marshall, London, 1926); Edgeworth, 
‘‘ Thoughts on Monetary Reform ” (Economic Journal, 1895); Taussig, The 
Silver Situation in the United States, New York, 1893; Pigou, Industrial 
Fluctuations, and. edn., London, 1929; Robertson, Money, 2nd. edn., Lon- 
don, 1928; see also Mises, Geldwertsstabilisierung und Konjunkturpolitik 
Jena, 1928; and Haberler, Der Sinn der Indexzahlen, Tiibingen, 1927. : 
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in government offices or elsewhere which need lead to industrial 
disaster. 

It is sometimes said that this argument ignores the existence 
of fixed interest charges and other similar obligations. It 
cannot be emphasised too often that this objection is fallacious. 
In so far as industrial costs are concerned, it is plainly a begging 
of the question. The argument is that, if costs have fallen, 
prices can fall without loss of profitability: it is obviously 
beside the point to say that some costs have not fallen. So far 
as Government Debt is concerned, the objection has more plausi- 
bility, for it is true that, in such circumstances, the ‘‘ real 
value ”’ of each pound’s worth of debt has risen. But it is not 
true that the ‘“‘ real burden ’”’ rises. By hypothesis, the fall 
in prices is due to increased productivity. Hence there is a 
larger product out of which to pay the larger interest. All 
that happens is that the bond holders, etc., share in the general 
increase of prosperity. This may or may not be ethically 
desirable. But it imposes no friction on the smooth working 
of the economic mechanism. ‘The real burden of debt increases 
in the way suggested only when the price fall is due not to 
increased productivity but to absolute deflation.* If the price 
fall is due to increased productivity then the existence of fixed 
charges involves no modification of the fundamental proposition : 
a price fall of this nature has no inherent tendency to bring 
with it industrial depression.? 

g. I now come to the second group of theories I have to 

8 Haberler, op. cit., pp. 112 ff. 

9Mr. Dennis Robertson and others have put the matter much more 
strongly and have suggested that, if prices do not fall in this way, there 
will be a disturbance of equilibrium. Mr. Robertson’s pronouncement is 
so important that I venture to quote it at some length. He says: ‘‘ The 
events of the last eighteen months have confirmed rather than shaken 
me in the belief that the maintenance of an even rate of industrial progress, 
difficult enough in any case, will be rendered more difficult still if the 
world commits itself to the view that, however great the improvements in 
technical efficiency, prices ought never to fall. Looking back, it becomes, 
I think, more and more arguable that the great American ‘‘ stabilisation ”’ 
of 1922-9 was teally a vast attempt to de-stabilise the value of money 
in terms of human effort by means of a colossal programme of investment 
in buildings, motor-car plants, etc., which succeeded for a surprisingly 
long period, but which no human ingenuity could have managed to direct 
indefinitely on sound and balanced lines. It becomes plainer, too, I think, 
that the disastrous slump in the prices of many foodstuffs and raw materials 
has been in part, at any rate, a nemesis for ill-considered efforts (greedy in 
the case of low-cost producers, pathetic and futile in the case of high-cost 
ones) to hold up prices in the face of falling costs. If the business man’s 
psychology jibs at swallowing the moderate price falls dictated by increas- 
ing productivity, he renders himself more and not less liable to suffer 
the catastrophic price falls due to industrial dislocation and crisis—that 
is my case.” (D. H. Robertson, ‘‘ How do we want gold to behave? i 
printed in The International Gold Problem, 1931.) 
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criticise: the theories, namely, which attribute the coming of 
trade depression to a relative deficiency of the amount spent 
on consumption. ‘The theories I have just examined assert 
that the collapse comes because the amount spent on consumption 
fails to reach a certain absolute magnitude. The theories I 
now wish to contemplate make no such assertion. They assert 
rather that it comes if the proportion between the amount spent 
on consumption and thé amount invested falls below a certain 
point; a state of affairs which might come about on a stationary 
or even a rising price level of consumers’ commodities. It is 
this view which is the central contention of the theory of the 
trade cycle which has been advanced by Mr. J. A. Hobson.*° 

Before commencing to examine his theory, however, one word 
of warning is perhaps necessary. The underconsumption theory 
as developed by Mr. Hobson and others has nothing to do with 
Mr. Keynes’ theory of the cycle, although in recent discussions 
it has sometimes been identified with it. Mr. Keynes’ theory 
of the cycle, it is true, invokes at one point an excess of 
‘“‘saving.”’? But ‘“‘ saving’’ in the Keynesian terminology is 
essentially a monetary concept. In Mr. Keynes’ view the 
difficulty arises when the monetary savings are not turned into 
real investment, whereas in Mr. Hobson’s view it arises because 
that real investment is excessive in relation to real consumption. 
For Mr. Keynes, one way out of the slump would be a revival 
of investment ; for Mr. Hobson, this would simply make matters 
worse. 

io. By a curious irony of history, the central argument on 
which this theory is based depends upon concepts similar in 
kind to those of the celebrated doctrine of maximum satisfac- 
tion. At any given moment, argues Mr. Hobson, there is a 
proportion between spending and investing’? which will make 
the social income of utility, over time, a maximum. In an 
inequalitarian society, this proportion is likely to be over- 
stepped. The existence of rich people with saving habits 
imposes, as it were, upon capitalist society the deprivations and 
difficulties of a persistent Five-Year Plan. In an inequalitarian 
society, therefore, there will be periodic gluts due to over- 
saving and underconsumption. 

11. Now the first thing to observe about this argument is 

19 The Physiology of Industry, The Evolution of Modern Capitalism, The 
Industrial System, The Economics of Unemployment. 


‘1 I use the term “investing ”? rather than Mr. Hobson’s “ saving ” in 


order to leave no doubt about the “ real” nature of the phenomena he is 
contemplating, 


1932 | CONSUMPTION AND THE TRADE CYCLE aI 
4 


that it involves the assumption that the utilities experienced 
by different economic subjects can be aggregated. That assump- 
tion, as I have argued recently elsewhere,!” I believe to be totally 
unwarranted. Direct comparisons of individuals’ experiences 
must, necessarily, involve arbitrary postulates entirely out of 
place in causal analysis. They belong to the sphere of ethics 
or zsthetics rather than to the sphere of positive science. On 
purely methodological grounds, therefore, I should be inclined 
to hold this argument invalid. A concept which has no scientific 
status can hardly be allowed to form part of a scientific 
explanation. 

12. But, in adopting so radical a procedure, I am quite aware 
that I cannot expect by any means unanimous support. For 
the sake of argument, therefore, let me assume that the concep- 
tion of social aggregates of utility is logically permissible. 
Even so, I can see nothing in economic analysis which would 
justify the inference that the failure of such an aggregate to 
reach its maximum through time has any causal significance 
for the relations between production and consumption. 
Quite apart from the fact that it is impossible scientifically to 
determine what that maximum is, there is no justification for 
the view that its attainment or non-attainment is anything but 
a matter of complete indifference to the machinery which either 
brings about, or fails to bring about, equilibrium between supply 
and demand in the different parts of the economic system. For 
this machinery is governed, not by the movements of aggre- 
gates of social utility, but by the relationships of particular 
prices and costs—which, in turn, are governed not by social 
but by individual valuations. Equilibrium of exchange is 
possible between Dives and Lazarus even if (according to some 
systems of ethics) the aggregate of social utility would be 
greater if the initial distribution between them were less 
unequal.*® 

13. But if we examine this mechanism of prices and costs, 
we find nothing to lead us to suppose that any one proportion 


12 See my Essay on the Nature and Significance of Economic Science, 
Chapter VI, paragraph 2, passim. ; 

13 Jt is a curious paradox that Mr. Hobson, who has done so much in 
his time to undermine belief in any kind of “ invisible hand,” etc., should 
in his fluctuation theory proceed from the assumption that the proportion 
between saving and spending which maximises social utility—whatever 
that is—should also be that proportion which would ensure the smoothest 
running of a system governed by the price mechanism. The system only 
works if it is just! If the system of Marx can be called “ inverted Hegel,” 
can we not with justice describe this aspect of Mr. Hobsofi’s system as 
‘‘ inverted Bastiat? ”’ 
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between investing and spending is more favourable than another 
to the preservation of stability. Provided that there is no 
inflation and ‘‘ forced saving ’’—provided that the system as 
a whole is flexible—until the volume of accumulation is such 
as to make the marginal productivity of capital fall to zero, 
there is no reason to suppose that, with any given ratio between 
investing and spending, the relationship between prices and 
costs will be such as to make disposal of the product 
unprofitable. 

We can see this most clearly if we revert to the point at 
which we left our examination of the arguments of the 
advocates of the fixed price level. The profitability of a pro- 
ductive operation is not a matter of the absolute prices at which 
its products can be sold: it is a matter of the relationship 
between these prices and its costs. Now if we assume a constant 
population,** it should be clear that investment is essentially 
a cost-reducing process. It increases productivity—that is to 
say, it reduces the cost per unit of output. Different degrees 
of investment make possible different degrees of cost reduction. 
When the total volume of accumulation is small, the increase 
of productivity—that is, the reduction of costs—due to an 
additional increment of investment, will be relatively large. 
When the total volume of accumulation is great, other things 
having remained the same, the increase will be relatively small 
_(Law of Diminishing Returns). But until the rate of interest, 
which depends ultimately upon the difference between prices 
and costs in different stages of production,’ falls to zero, we 
are not entitled to assume that the increase of productivity has 
ceased ; that is to say that the gap between costs and prices has 
been obliterated. 

14. Now we know that, in fact, the rate of interest (using 
that term in the broadest sense) has never dropped to zero. 
We know that there are strong a priori reasons relating to 
supply of capital which make it extremely improbable that, in 
an individualistic society of men with limited lives and limited 
interest in posterity, it should ever fall to zero.‘* Beyond this, 
we are confronted with the stubborn fact that perhaps the 


14 This assumption excludes merely “ horizontal’ extensions of capital 
equipment to keep capital per head constant. 

15 See Torrens, Sir Robert Peel’s Bank Act of 1844, 1st edn., PP. 132-3. 
Bohm-Bawerk, Positive Theory of Capital, Part VII, passim; Fetter, 
“Interest Theories and Price Movements ” (American Economic Review, 
Vol. XVII Supplement, March, 1927), and Hayek, Prices and Production, 
Chapter III. ® 


16 See Cassel, The Theory of Social Economy, Pp. 247-8. 
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most obvious and invariable concomitant of the break in pros- 
perity is not the lowness of interest rates but their rise. 
And, quite apart from the strong theoretical case which (as 
I shall argue in a moment) can be constructed to show why 
this must be so, this is surely what one would expect. It is 
easy enough to see that a rise in the rate of interest must make 
the continuance of many enterprises unprofitable; it is 
extremely difficult to see why a fall in the rate of interest— 
such as would be the result of increased saving—should do 
harm to anyone except, perhaps, to those who live by lending. 
A fall in the rate of interest makes possible all sorts of enter- 
prises hitherto unprofitable. Why then should it be regarded 
as a cause of depression ? 

15. It is sometimes thought that the tendency to a (relative) 
fall in the price level of consumers’ commodities, which must 
accompany an increase in saving, is bound to make production 
unprofitable. This belief, however, is based on a failure to 
perceive that such a fall is necessary if the purpose of saving 
is not to be frustrated. The purpose of saving is to secure a 
greater provision for the future by abstaining from so great 
a present consumption as might otherwise have been possible. 
This means, essentially, that more factors of production must 
be devoted to production for the future, less to production for 
the present. If it were possible to augment the income of the 
future without this shift—other things, of course, remaining 
the same—then saving would be unnecessary. But in order 
that the shift from production for the present to production for 
the future may be brought about, it is necessary that production 
for the present should be made relatively less and production 
for the future relatively more profitable—just as, if more corn 
and less rye is required, the relative profitability of corn and 
rye production must alter in favour of the former. The 
tendency to a fall in the prices of consumers’ goods is one of 
the essefitial parts of this process. To attempt to prevent it 
would be to frustrate the act of saving—just as to subsidise 
rye in the circumstances contemplated would frustrate the 
change in the direction of consumers’ demand. 

16. If this analysis is correct, then there is no reason to 
believe that trade depression is brought about by a deficiency 
of consumption—either absolute or relative. In fact, this is 
too weak a statement. Not only is there no reason to attribute 
depression to a deficiency of consumption; there is, on the 
contrary, considerable reason to believe that the coming of 
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depression is due to the fact that consumption has become exces- 
sive in relation to the productive operations to be carried out. 
This brings me to the positive part of my paper. 


Il 


1. In entering upon this part of the paper, may I emphasise 
once more what I said at the beginning, namely that what I 
am about to say is not intended to be a complete theory of 
the trade cycle. I do not know a complete theory of the trade 
cycle, and if I did it would obviously be impossible to develop 
it in the short space at my disposal. All that I wish to do 
is to suggest very sketchily a view of the part which may be 
played by fluctuations of cogsumption at one very critical phase 
of the cycle and to draw attention to certain facts which seem 
to give countenance to this theory. 

2. Let us start by assuming a system in stationary 
equilibrium—i.e. a system in which there is no net voluntary 
saving. We have seen, in our examination of the Douglas 
Theory, that in such a state of affairs the total volume of money 
payments at any moment—the gross income—will be much 
larger than the total of net money incomes or the value of the 
net output of consumers’ commodities. There will be a whole 
structure of payments which, in any computation of the net 
value of output, will cancel out but which in the given state 
of industrial organisation—vertical division of labour—are 
necessary to keep the system in equilibrium. 

3. Now let us assume that, for some reason which we need 
not investigate, there takes places in this system an extension 
of the effective circulation. We need not stipulate whether this 
takes place by way of note printing or credit creation. It is 
sufficient for our purpose to assume that an inflation takes place. 

4. If production were on a hand-to-mouth basis, that is to say, 
if there were no processes of production involving appreciable 
periods of time and “‘ vertical ’’ division of labour, the effect 
of such an inflation would be relatively simple. In hand-to- 
mouth production, the net income and the gross income are 
identical. By definition, therefore, they would move together. 
Some people would be in possession of spending power not 
released by the sale of goods; these people would be able to 
secure more goods than their less fortunate neighbours. Since 
more money in the aggregate would be spent on goods, there 
would be a rise in the “‘ general level of prices.’? That is all. 

But when we are contemplating, as it were, a three- 
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dimensional system in which production takes time and is 
organised into vertical stages—a system in which gross income 
and net income are not identical—we are not at liberty to apply 
this analysis without modification, For whereas, in a system 
of hand-to-mouth production, the full effects of the inflation or 
deflation will be immediate and can be responded to immediately, 
under many-stage production they will not work themselves out 
until the new money has circulated through the entire system. 
That part of the gross income which is not net income may change 
before net income changes and vice versa. Some prices will be 
affected before others; and, under the stimulus of such partial 
effects, there may occur changes in the technical direction of pro- 
duction which would not occur if the total effects took place 
instantaneously. It is these changes that we now have to 
investigate. 

5. We may assume that the new spending power is made 
available by way of producers’ credits. ‘That is to say, there 
will be an addition to the supply of free capital available at 
the moment of inflation. (Since we are contemplating a 
stationary society, this supply of free capital will otherwise con- 
sist exclusively of the amortisation quotas and replacement funds 
of the different enterprises.) Such an increase will have the 
result that the rate of interest will be lowered. Indeed, it is 
through the lowering of the rate of interest that the new spending 
power is likely to be made available. 

To whom, then, will the new spending power go? Clearly, 
to those entrepreneurs who are most affected by a lowering of 
the rate of interest—the entrepreneurs who are prepared to 
initiate those time-consuming, long-lasting processes of invest- 
ment, which were excluded before by the limitations of the 
capital supply—by the former height of the rate of interest. 
To put it loosely: the new money will tend to go to entre- 
preneurs in the constructional industries and to the industries 
catering for those industries. 

As the first effect of the increase in the circulation, therefore, 
we should expect to see a rise in the prices of the various goods 
involved in such processes. We should expect a rise in the 
price of such raw materials as coal and iron, and machines of 
the sort capable of facilitating these more capitalistic forms 
of production. ‘There would be a tendency, too, for labourers 
and other “‘ original factors’ to be bid away to these jobs. 
(In a stationary society, the change of relative labour supply 
would involve a shift; in an ‘‘ advancing society ’’—as Cassel 
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has shown'’—it is probable that some at least of the relative 
change would be brought about by the greater absorption of new 
recruits into the industries undergoing expansion.) 

6. But this is not the end of the matter, for although the 
new spending power may be spent in this way at first, yet, 
as it works its way through the economic system, it will affect 
other prices. As the additional spending power becomes net 
income, it will be spent on consumers’ goods. ‘The old propor- 
tion between the net income and the gross income tends to 
be restored. ‘This will cause a rise in the prices of consumers’ 
goods. But—and this point is fundamental—this will tend to 
reverse the changes initiated by the fall in the rate of interest. 
The relative profitability of producing consumers’ goods will 
tend to be restored. he producers of such goods will bid for 
labour, etc., against the producers of producers’ goods. Wages, 
etc., will rise still further. This means that, other things 
remaining the same, labour costs, etc., in the various branches 
of industry rise too. } 

Now this movement of labour costs, etc., must have the effect 
of upsetting the calculations of profit of the entrepreneurs who 
have embarked upon the new processes of production, made 
profitable by the fall in the rate of interest. According to their 
calculations, the new processes were profitable provided that a 
certain proportion only of their expenditure was devoted to the 
remuneration of labour. But now, by the rise in labour costs, 
they are compelled to exceed this proportion. What is to be 
done? Clearly, ask for more credit. Probably for a time this 
request can be granted. But if the new dose of inflation is 
to be similarly effective in the new situation, it must be pro- 
portionately larger than the previous doses. Clearly, if only 
for banking reasons, this cannot go on for ever. Sooner or 
later, a halt must be called. But, as soon as this happens, those 
undertakings which have arisen in response to the fall in the 
rate of interest are in difficulties. Competition between them 
and the other entrepreneurs drives up the rate of interest-and 
the rise in this rate makes unprofitable the continuation of the 
new processes. ‘lo put the matter in Professor Cassel’s 
terminology, the available supply of capital disposition is 
insufficient to take up the supply of real capital coming forward 
at profitable prices. The boom in the constructional industries, 
etc., collapses. 

7. What happens to consumption while all this is taking 


17 See Theory of Social Economy, pp. 537-47. 
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place? Let me reformulate my argument—this time in terms 
of relative movements, so as to make it fit more closely the 
phenomena of an advancing society. At the outset, since the 
addition to the supply of money capital is due to no curtailment 
of consumers’ spending, there is no tendency to a fall in the 
prices of consumers’ goods. On the contrary, since relatively 
more factors of production are being devoted to the production 
of producers’ goods, there will be a relative curtailment of supply 
coming forward and, therefore, a tendency to a rise. (Contrast 
this effect of ‘‘ forced saving’’ with the effect on the price level 
of consumers’ goods of voluntary saving.) Further, as the 
new spending power becomes income, if there is no change in 
the relative disposition to spend and to save, more will be spent 
on consumers’ goods and their price will again tend to rise. It 
is, indeed, this tendency to a relative rise in the price level of 
consumers’ goods which, together with the rise in the rate of 
interest, brings the constructional boom to an end. It increases 
the relative profitability of processes of production which com- 
pete with those industries which depend on low interest rates 
for their continued existence. 

8. It is interesting to compare this view with the theories 
of Mr. J. A. Hobson, which we have already examined. ‘The 
two theories are identical in that they postulate an over-develop- 
ment of the constructional and allied trades. They differ funda- 
mentally, however, in their interpretation of its causes. On 
Mr. Hobson’s view, this over-expansion is due to voluntary 
saving. On the view I have outlined, it is due to what is some- 
times called ‘‘ forced saving ’’ and it is the cessation of this 
process which brings about the collapse. Moreover, on Mr. 
Hobson’s view, the only remedy for such a state of affairs would 
be a diminution of voluntary saving—i.e. an increase in con- 
sumption. On the view I have put forward, the situation can 
be saved only by such an increase of voluntary saving—i.e. a 
diminution of consumption—as will sustain the demand for 
producers’ goods which the artificially lowered rate of interest 
seemed to make it legitimate to expect."* On Mr. Hobson’s 
view, we “‘ starve in the midst of plenty ’’ because we do not 
demand enough; on the view I have suggested we “‘ starve ”’ 
rather because we seek to pluck the fruits of prosperity before 
they are actually ripe. 

9. Such a view will appear paradoxical to many. It appears 
particularly paradoxical, I believe, if one has been in the habit 


18 See Strigl, op. cit., pp. 201-3. 
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always of thinking of the demand for producers’ goods as being 
derived from the demand for consumers’ goods. Such a concep- 
tion is, of course, perfectly valid in its proper context and is of 
fundamental significance in the subjective theory of value. But 
it is all-important to realise that, although this is true through 
time, yet, at a moment of time, the demand for consumers’ goods 
and the demand for producers’ goods are not complementary but 
competitive. If I want more provision for the future, I must make 
less provision for the present. If this were not so, saving would 
be unnecessary. 

10. This, in very brief outline, is the view I wish to suggest 
of the part which may be played by consumption during the 
upper phase of a trade cycle. How does it tally with the facts? 

There can be little disagreement as to the movements of the 
capital market during the period in question. It is notorious 
that a boom in the constructional industries is accompanied 
by a considerable expansion of credit. It is equally notorious 
that the coming of a crisis is marked by increasing stringency 
and a sharp rise in money rates. On all this, the standard 
works provide ample information. ‘The actual movements of 
consumption, however, are more inaccessible; reliable informa- 
tion here is harder to obtain. But it has been observed by 
many, notably by Spiethoff*® and, more recently, by Bresciani- 
Turroni,”® that what appear to be representative items of con- 
sumption show a tendency to increase in volume for some time 
after the collapse has set in. It is notorious, too, that, during 
the first eighteen months of the present depression, consumption 
was remarkably well maintained. ‘The relative prosperity of 
the retailer during this period was one of the most remarkable 
features of a world plunging deeper and deeper into depression. 

Absolute increases, however, are deceptive; for so many 
adjustments have to be made before they can be regarded as 
symptomatic of main tendencies. More important, I think, 
is the movement of prices. Here we have a phenomenon which 
has definite causal significance, and at this point, fortunately, 
the evidence is not so defective. 

It is a fact which has long been recognised that, at the 
beginning of a slump, when wholesale prices are falling, retail 
prices are often still tending to rise. This fact is often attributed 
to the existence of a “‘lag.’? I do not deny the existence of 


19 Article ‘‘ Krisen ” in the Handwérterbuch der Staatswissenschaften, Bd. 
VI, pp. 19 and 34, fourth edition, 1925. 

20 “ Kapitalmangel und Wahrungsstabilisierung ” in Wirtschaftstheorie 
der Gegenwart, Bd. II, pp. 391-403. 
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“lags”? on the supply side, but it is at least arguable that the 
phenomena in question are to be explained, at least in part, in 
terms of a tendency for consumers’ demand to be sustained. More 
suggestive still, although it is, of course, simply another way of 
exhibiting the same fundamental fact, is the movement of the 
relationship between the prices of consumers’ goods and the 
prices of producers’ goods. ‘There can be little doubt that 
the change of this relationship in favour of consumers’ goods 
is one of the invariable concomitants of a crisis.2* The crash 
begins just at that time at which the prices of consumers’ goods 
begin to rise relatively to the price of producers’ goods. I do 
not urge that this proves anything, for, of course, statistics 
by themselves do not prove anything. Proof, if it is forth- 
coming, is a question of the logic of the theory and the corre- 
spondence of its assumptions with the facts. But I do urge 
that figures of this sort are significant and I hope that, in the 
future, it will be possible to carry this kind of analysis con- 
siderably further. 

rz. At this point I must break off my argument, not merely 
because I have already taken too much time, but also because, to 
be perfectly frank, there are so many things in the further course 
of the cycle which I do not feel capable of explaining. ‘The 
whole question of the secondary phase of the depressions, still 
more, the mechanics of recovery, seems to be in an even less 
satisfactory state than the question of the boom and the collapse. 
To what extent it is possible to save any of the forced savings 
from the wreckage, to what extent it is possible for a recovery 
to take place which does not contain within itself the seeds of 
further depression, these are matters on which I do not feel 
that it is possible to pronounce with any feeling of certainty, 
in the present stage of knowledge. 

12. But there is one thing, I think, which is tolerably clear. 
And with this I will end. If there has been a disturbance of 
the kind I have indicated—a misdirection and a wastage of 
capital—that means that, for the time being at any rate, the 
equilibrium level of factor prices—the level which will secure, 
in time, anything like full employment of the different factors 
—is lower than it would have been. If, in such circumstances, 
the market is not relatively free, if labour incomes and other 
factor prices are rigid, then it is almost certain that a state 


21 In this connection, it may be useful to refer to a chart, published by the 
Wirtschaftskurve (February 1924, p. 25), showing the movement of this 
relationship during that laboratory experiment of an inflationary boom—the 
depreciation of the mark. 


430 ECONOMICA [ NOVEMBER 


of affairs has arisen which begins to approximate to the 
Douglasian ideal when final incomes absorb more than the 
value of the final product. Such a state of affairs implies not 
merely that the factor markets are not cleared; it involves 
further a tendency to consumption of capital—a tendency which 
may merely mean a less rapid rate of accumulation but which 
may well become—as we have seen in Central Europe—an actual 
encroachment on the accumulation of the past.” If this is so, 
then I suggest, without any wish to be paradoxical or alarmist, 
that it may be well to consider very carefully the desirability 
of the various measures for ‘‘ maintaining purchasing power,” 
which are popular in so many quarters at the present time. It 
may prove to be no accident that the depression in which most 
measures have been taken to ‘‘ maintain consumers’ purchasing 
power ’’ is also the depression of the widest extent and most 
alarming proportions. 

22 See Kaldor, ‘‘ The Economic Position of Austria,’’ in Harvard Business 
Review, October 1932; Morgenstern, ‘‘ Kapital- und Kurswertanderungen 
der an der Wiener Borse notierten Gsterreichischen Aktiengesellschaften 


1913 bis 1930,’ in Zeitschrift fiir Nationalékonomie, Bd. Ill, pp. 251-5; 
Welter, Die Ursachen des Kapitalmangels in Deutschland. 


1932] 


The Definition of the Concept of a 
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By ARTHUR W. MARGE? 
(Professor of Economics and Banking, University of Minnesota) 


Ir has sometimes been implied that the idea that ‘‘ goods,” 
as well as money, have a definite ‘‘ velocity of circulation ”’ is 
something of a novelty in economic literature.1 As a matter 
of fact, however, it is possible to find the concept of a “‘ velocity 
of circulation of goods ”’ clearly articulated—as opposed to its 
being merely implied by the terms of the particular concrete 
problem which happened to be under discussion—at least as 
early as the beginning of the nineteenth century.” The concept 
has, of course, been differently named by different writers; yet 
in view of the fact that the diversity in nomenclature thus 
evidenced is hardly more marked than that which has charac- 
terised the treatment of the ‘‘ velocity of circulation ’’ of money 
itself, it would scarcely be safe to attribute to this diversity 
the impression that the concept of a velocity of circulation of 
goods has occurred only rarely in the literature. 

This impression is to be regarded rather as a result of the 
fact that the problems associated with the concept of a “‘ velocity 
of circulation of goods ’’ have not been articulated with the empha- 
sis and the clarity that their importance demands. ‘That these 
problems are as numerous as they are important can be denied only 
by those who are not acquainted with the extensive literature 


1 See, for example, the remarks by A. Amonn and E. Cannan, cited in my 
article, ‘‘ Leon Walras and the ‘ Cash-Balance Approach ’ to the Problem of 
the Value of Money,” in the Journal of Political Economy, Vol. XXXIX 

1931), Pp. pace ich, i . 

oracles ee the use of an articulated concept of a “‘ velocity of circu- 
lation of goods,” culled at random from nineteenth- and twentieth-century 
literature, as well as for examples of the differences in nomenclature to which 
reference is made in the text, I venture to refer the reader to my paper 
entitled ‘‘ Zur Dogmengeschichte des Begriffs einer ‘ Umlaufsgeschwindig- 
keit der Waren’ und seines Verhiltnisses zur Umlaufsgeschwindigkeit 
des Geldes,’? published in the Zeitschrift fiir Nationalékonomie, Vol. IV 


(1932) - 
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which has already grown up about them.* In this paper, 
however, I shall attempt no more than to establish some degree 
of clarity with respect to the issues involved in the definition 
of the “‘ velocity of circulation of goods.’? Obviously, this is 
a necessary preliminary to any discussion of the question, for 
example, as to the soundness of the position of writers such 
as Schumpeter and others, who have denied any validity what- 
ever to the concept of ‘‘ velocity of circulation,’’ as applied to 
goods.* Yet, paradoxically enough, even among those writers 
who have not only accepted the validity of such a concept, but 
have actually used it in their theorising, the greatest diversity 
is actually to be found with respect to the way in which the 
concept is to be defined! Clearly, this is an intolerable situation. 
There would seem to be no good excuse for refusing to consider 
the alternative definitions which have been proposed, with a 
view to choosing among them upon the basis of their comparative 
usefulness for purposes of general monetary theory. 


I 


It is a commonplace, to those familiar with the literature 
upon the velocity of circulation of money, that many of the 
difficulties associated with the problem of defining velocity arise 
from the fact that ‘‘ money ’’ may itself be defined in many 
different ways, which are by no means to be regarded as having 
equal validity from the standpoint of the usefulness of the 
resulting concept of ‘‘ velocity ’’ as an analytical tool. ‘This 
is true, for example, of the concept of a “‘ virtual velocity ”’ 
of money, as used by Wicksell and other writers; it is true, 
despite what some writers have implied, of the concept of velocity 
of circulation which has been called by Schumpeter the 
“efficiency”? (Effizienz) of money, and by Pigou and other 
members of the Cambridge School {‘ income-velocity ’”?; and 
the difficulty is involved, in one way or another, in many other 
problems which I cannot hope to discuss here.* 

3 See, in this connection, my two articles on “‘ The Relation between the 
Velocity of Circulation of Money and the ‘ Velocity of Circulation of 
Goods,’ ”” published in the Journal of Political Economy, Vol. XI, (1932) 
June and August, and also the article referred to in the preceding note. 

41 have discussed Schumpeter’s argument on this point in the second of 


the Journal of Political Economy articles cited in the preceding note. See 
also p. 433 of this article, infra. 

°I shall discuss all these problems in my forthcoming book on The 
Velocity of Circulation of Money. On the special aspect of the notion of the 
“ efficiency ’’ (in Schumpeter’s sense), or the “ income-velocity ’? of money 


which is involved, the reader should consult, in the meantim M 
Treatise on Money, II, pp. 24 f. ’ e, J. M. Keynes, 


’ 
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It is a commonplace, also, that the definition of the ‘‘ goods ” 
which enter into the equation of exchange has been surrounded 
by altogether too much ambiguity.® It may readily be admitted 
that some of the difference of opinion on the question as to 
how these “‘ goods ”’ had best be defined is to be attributed to 
fundamental differences of opinion with respect to the assump- 
tions which should underlie the creation of any set of analytical 
tools designed to explain changes in the ‘‘ value of money.” In 
this connection, one thinks, for example, of the differences of 
opinion which inevitably arise when one considers the implica- 
tions, for the definition of the terms upon the ‘‘ goods-side ” 
of the equation of exchange, of the ‘‘income-form’’ of this 
equation. It must be admitted just as readily, however, that 
considerations of this type may be kept quite separate from 
those which are involved in the special problem of defining the 
velocity of circulation of goods, whether these goods be ‘‘ income- 
goods ”’ or not.” 

At any rate, there can be no justification for a terminological 
usage which leaves the ‘‘ goods’’ which are involved in the 
concept of a “‘ velocity of circulation of goods’’ completely 
undefined.* Nor is there any justification for a usage which, 
while seeming to provide a definition, is in fact of such a loose 
character as to provide nothing of the kind. Is anything more 
than a meaningless tautology involved, for example, in the 
suggestion that the ‘‘ goods’’ whose velocity of circulation, 
or ‘‘rate of turnover,’’ it is proposed to measure, may be 
defined as the ‘‘ goods which are turned over’? ?® 

It is easy to cite further examples of attempts at definition 


6 Cf. the comment by Cannan, in his discussion ‘‘ Recent Improvements 
in Monetary Theory,” originally published in the Econ. Journal for June, 
1924, and reprinted in his An Economist’s Protest, p. 384: ‘‘ The textbooks 
of years ago asked us to think of ... money. . . being offered in exchange 
for a total of commodities (and perhaps services) of which it was impossible 
to form any definite conception.’ Cf., earlier, de Foville, La Monnaie [2nd 
ed., 1907], p. 143: ‘‘ As for ‘ commodities ’ [in the quantity-theory formula], 
nothing is more elastic than this expression.” th 

7 See, in this connection, the second of the two Journal of Political Eco- 
nomy articles cited in note 3, above. wt: 

8 For examples of such a usage, see H. Fawcett, Manual of Political Economy 
(rst ed., 1863; pp. 365 f. of the 6th (1883) edition); W. S. Jevons, Money 
and the Mechanism of Exchange (1876), p. 335; D. Barbour, The Standard 
of Value (1912), p. 51; E. Herzfelder, Die volkswirtschaftliche Bilanz (19109), 
age e.g., M. Palyi, in his article, ‘‘ Quantitatstheorie,” in Hwb. der 
Staatsw., 4th ed., Vol. VI, p. 1149; also I. Kornfeld, “ Diskontopolitik und 
Preise,” in Jahrb. f. Nat.-dk. u. Stat., Vol. CXXVII (1927), p. 418. It is, of 
course, possible that these writers may have meant, by the expression 
“ goods turnover,” ‘“ goods sold.” On this usage, and the difficulties asso- 


ciated with it, see pp. 441 ff. of this article. 
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of the ‘‘ goods” to which the factor “ velocity of circulation ’ : 
is to apply, which lose all value because of their lack of 
precision. What, for example, is meant to be included by 
expressions such as “‘ goods to be exchanged,”’ or “‘ goods on 
hand,” or ‘‘ goods which get into trade ’’??? Do we mean by 
the phrase ‘‘ goods to be exchanged ’’ only those which are 
definitely intended for sale by their owners, or are we expected 
to include those which are potentially capable of being 
exchanged? And by ‘‘ goods on hand ’’ do we mean all goods 
which the members of an economic community, including con- 
sumers, have ‘‘on hand ”’ in the form of owned wealth? Are 
goods which manufacturers have ‘‘ on hand ”’ for the purpose 
of carrying through manufacturing operations to be included 
in these goods ‘‘on hand ’’? Or are we to include only those 
goods which are kept ‘‘on hand ’”’ with the definite intention 
of being sold in their present form? It is sometimes alleged that 
the goods referred to are only those which are “in circula- 
tion.’’"* What, precisely, is meant by the phrase ‘“‘ in circula- 
tion,’’ as applied to goods? 

Obviously these are questions which deserve to be answered 
with some degree of precision, even if the attempt to answer 
them should involve an extended examination of all the 
subsidiary issues which may be raised in the course of the 
discussion. “Io be sure, not all the issues which have been 
or may be thus raised promise much light upon the problems 
with which we are really concerned. It is certainly futile, for 
example, to attempt to draw subtle distinctions, as some writers 
have done, between the expressions ‘‘ number of commodities ”’ 
and “‘ quantity of commodities ’’—both of them being intended 


c 


’ 


10 For examples of the use of expressions such as ‘‘ goods to be ex- 
changed,’’ see R. Mayo-Smith, ‘‘ Money and Prices,” in the Pol. Sci. Quart., 
Vol. XV (1900), p. 202; F. A. Fetter, Modern Economic Problems, p. 30 of 
the 2nd (1922) edition; B. M. Anderson, Jr. The Value of Money (1917), 
p-. 125. For an example of the use of the expression ‘‘ goods on hand ” 
(vorhandene Giiter), see W. Eggenschwyler, ‘‘ Die Kaufkraft des Geldes,”’ 
in Archiv fiir Soz.-wiss. u. Soz.-pol., Vol. XXXVI (1913), p. 217. For 
examples of the use of the expression ‘‘ goods which get into trade,’ see the 
reference to von Neumann-Spallert in note 20, infra. 

11 So, e.g., J. van Walré de Bordes, The Austrian Crown (1924), pp. 155 f. 
In a later passage (p. 161), which describes, with a certain amount of concrete 
detail, the probable movements of “ G ” (‘ goods in circulation ”’) in Austria 
during the period under investigation, de Bordes gives some inkling as to 
the type of thing which would be included under “ goods in circulation ”; 
but he gives no clear indication of the type of consideration which would 
determine what goods are to be regarded as being out of circulation, except 
for the suggestion (op. cit., p. 155) that goods which are ‘“‘ consumed ” may 
be said to “‘ disappear from circulation.’ See also, in this connection, note 20, 
infra, on such expressions as “‘ goods put into circulation,’ and the reference 
there given to Dolléans. 
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to represent the magnitude to which the factor “ velocity of 
circulation’? is to be applied.1? Nor would it seem wise to 
pause long over the confusions which may be engendered by 
the practice, occasionally followed, of applying the ‘‘ velocity 
of circulation ’’ which appears on the goods-side of the equation 
of exchange, not to ‘‘commodities,’”? but to ‘‘exchanges.’?!* 
Yet even when these comparatively unimportant questions are 
brushed to one side, the problem of defining the ‘ goods ”’ to 
which the factor ‘‘ velocity of circulation’’ is to be applied 
remains one which challenges the closest attention, and which 
can be satisfied only by a comparison of the merits of the 
proposals which are to be regarded as serious candidates for 
our preference. 

The conclusion which is presented in this article is that the 
suggestion with the strongest claims is the one which would 
define the “‘ goods ’’ in question as ‘‘ goods intended for sale,”’ 
and would define our formula for the ‘‘ velocity of circulation 

physical volume of sales of goods 
physical volume of goods intended for sale’ 
It is proposed, in the following pages, to establish the superiority 
of the claims of this definition by comparing them with those 
which may be regarded as inhering in alternative suggestions. 


of goods’’ by the ratio 


12 See, in this connection, W. M. Persons, ‘‘ The Quantity-Theory as Tested 
by Kemmerer,” in the Quart. Journ. Econ., Vol XXII (1908), p. 275, on the 
use, by E. W. Kemmerer, of the expression ‘‘ number of commodities.’’ Per- 
sons understands Kemmerer to mean by ‘‘ number of commodities ’’ the 
number of varieties of commodities. It is obvious, however, from the rest of 
Kemmerer’s discussion, that his meaning is the same as that of Persons 
when the latter suggests that, in order to make Kemmerer’s equation of 
exchange “ true,’’ it would be necessary to make N stand for the ‘‘ number 
of units of commodity.’’ See, e.g., E. W. Kemmerer, Money and Credit 
Instruments in their Relation to General Prices (1907), p. 14, note 2—also 
Persons’ puzzled comments thereon (Persons, art. cit., p. 277)—where Kem- 
merer speaks of the ‘‘ number of commodities of each variety” (italics mine). 
It is, of course, true that the use of the expression ‘‘ number ”’ of commodities 
in place of the more familiar ‘“ quantity,” or, better still, ‘‘ volume ”’ of 
commodities, is more than a little confusing. Much the same may be said cf 
another usage of Kemmerer’s (see, e.g., op. cit., p. 127), according to which 
the expression ‘‘ total number of sales ”’ is used to describe what we have 
called the “‘ total physical volume of sales.” The phrase ‘‘ number of sales ”’ 
might, of course, easily be taken to mean the “ number of times goods are 
sold ’—in other words, the velocity of circulation of goods. _ 

13 For examples of such a usage, see A. Del Mar, The Science of Money, 
p. 13 of the and (1896) edition, and A. Aupetit, Théorie Générale de la Monnaie 
(1901), Pp. 127. Obviously, this usage can only have the effect of making 
confusion worse confounded, since the ‘“ volume of exchanges would 
normally be taken as applying, not to the total of things e intended for sale, 
but to the latter total times its ‘‘ velocity of circulation.” If the suggestion 
be that some substitute for the word ‘“‘ commodities ” is desirable, on the 
grounds that the volume, or quantity, of things intended for sale should 
include such things as services, the reader is referred to the discussion of the 


point on pp. 447 ff. of this article. 
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II 


The suggestion which runs farthest back in the literature 
is that the ‘‘ goods’’ which are involved in any statement 
of the forces determining the value of money should be conceived 
of as the total of goods in existence. ‘The famous statement 
of Davanzati,'* to the effect that ‘all... [earthly things 
which satisfy men’s wants] . . . are . . . worth all the gold,” 
is, perhaps, the best-known example of the position under 
discussion. This position has certainly not lacked defenders 
in our own day; though it is very important to notice that these 
modern representatives of the doctrine that the “‘ goods ’’ whose 
‘“‘ quantity ’? helps to determine the price-level are all goods 
‘in existence’’ or ‘‘in the country,’ of course differ from 
writers like Davanzati in that whereas Davanzati was content 
to think of the stocks of money and of goods, as so defined, 
as being the sole determinants of the price-level, the moderns 
would insist on ‘‘ correcting ’”’ both ‘‘ stocks’ by a factor to 
be known as velocity or rapidity of circulation.*® 

‘There is a superficial attractiveness to this suggestion, even 
to those who would recognise that the writers of the sixteenth 
century who first proposed this solution arrived at their sugges- 
tion by the merest chance, and not as the result of a careful 
weighing of available alternatives. ‘The attractiveness of this 
solution, from a reasonably sophisticated theoretical standpoint, 
may be said to arise chiefly from the consideration that if we 
attempt to think of goods as representing only those which are 

14 Cf. the citations to Davanzati in W. Roscher, Principles of Political 
Economy, Bk. II, ch. iii, sect. 123, n. 2 (p. 367 n. of the Lalor translation) ; 
F. Hoffmann, Kritische Dogmengeschichte der Geldwerttheorien, p. 16, n. 6; 
A. EK. Monroe, Monetary Theory before Adam Smith, p. 59; G. Arias, “ Les 


Précurseurs de l’Economie Monétaire en Italie,’ in the Rev. d’Econ. Polit., 
Vol. XXXVI (1922), p. 737. 

15 For examples of this type of usage, see I. Fisher, ‘‘The Réle of Capital in 
Economic Theory,” in Econ. Journal, Vol. VII (1897), p. 521 (‘‘ total stock of 
goods in the country ’’); Persons, art. cit., p. 278 (‘‘ total number of units... 
of . . . commodities in existence ’’); so also R. A. Lehfeldt, “ On Absolute 
Price and Index Numbers of Price,’’ Econ. Journal, Vol. XXVIII (1918), 
p. 110; G. R. Davies, ‘‘ The Quantity-Theory and Recent Statistical Studies,” 
in Journ. Pol. Econ., Vol. XXIX (1921), p. 217 (‘‘ goods produced, together 
with permanent wealth ’’). Certain other writers have on occasion suggested 
the use of what amounts to ‘‘ goods in existence ”’ as the factor to be studied 
on the goods-side of the equation, but have been careful to indicate that they 
would use movements in such a magnitude only as a statistical substitute 
for knowledge with respect to movements in the amount of those ‘‘ goods ” 
whose quantity they regarded as alone being strictly relevant to the problem, 
their assumption being that one might take for granted that the proportion 
between the amount of ‘‘ goods”? of the latter type and the amount of 
‘““ goods in existence,’’ or ‘ total wealth,” is fairly constant. So, e.g., F. X. 
von Neumann-Spallert, in his introduction to F. Kral’s Geldwerts- u. Preis- 
bewegungen im deutschen Reiche, 1871-1844 (Staatswissenschaftliche Studien, 
edited by lL. Elster, I. Bd., 3. Heft (Jena, 1887), p. 13). 
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“offered for sale,’ it may be retorted that all goods are 
“potentially ’”? in a class with goods actually offered for sale, 
since, as Davenport would have put it, all goods may be said 
to have their “‘ reservation prices,’ though, admittedly, in some 
cases these “‘ reservation prices’? may be thought of as being 
“* very high.’’?® 

Nevertheless, there are strong reasons for refusing to allow 
considerations of this type to force us to accept categories which 
will prove anything but useful for the solution of the problem 
in hand. ‘The central fact of the matter is that, under modern 
conditions, it is possible, despite explicit statements which some 
writers have made to the contrary, to draw a reasonably sharp 
line—not, indeed, between goods which are ‘‘ saleable’? and 
those which are “‘ not saleable ’—but between those which are 
intended for sale and those which are not intended for sale. 
The qualification, ‘‘ under modern conditions,’ it may be 
granted, is of some importance for the accuracy of this 
generalisation ; since it is probable that, under more primitive 
conditions, the line of demarcation between the producing and 
the consuming aspects of the individual economy was much less 
sharply drawn than it is at present. It may be granted alsa 
that in some branches of current economic activity—say, agri- 
cultural production under what amounts to a system of ‘‘ peasant 
proprietors ’’—it is conceivable that the individual in charge 
of the economic unit is actually in continuing doubt as to what 
part of his crop he intends to sell, and what part he intends 
to consume.’” Yet I doubt whether even here the assumption 
of continuing uncertainty as to the destination of goods owned 
is really in sufficiently close accord with the facts to warrant 
any important qualification of our generalisation as to the 
possibility of drawing a clear distinction between goods which 
are intended for sale and those which are not intended for sale. 
The farmer may, indeed, in special situations, consider the 
possibility of feeding his grain to his cattle instead of selling 


16 On the general concept of ‘‘ reservation prices,” see, e.g., H. J. Daven- 
port, Economics of Enterprise (1913), Pp. 320. For a contemporary example 
of the argument that ‘‘ all goods are ‘ potentially ’ in a class with goods 
offered for sale,’’ see L. D. Edie, Money, Bank-Credit, and Prices (1928), 

. 192 n. Paradoxically enough, this position may be traced back to none 
other than Hume, who, with rather characteristic unconsciousness of the 
lack of consistency between this position and other features of his argument, 
such as those discussed on p. 441 of this article, was prepared to say that, under 
a fully developed money-economy, all commodities are ‘‘ in the market,’’ and 
therefore—so one is forced to Eaters be taken as the ‘‘ goods ”’ whose 

ntity helps to determine the price-level. 
et Sent in iis connection, iy Neisber, Der Tauschwert des Geldes (1928), 


p. 8. 
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it in the open market ; but my impression is that in most lines 
of agricultural production such a change in policy is not adopted 
lightly—that, on the contrary, if it is adopted, it is with full 
consciousness of the fact that a major change in policy is 
involved. The latter assumption is, of course, all that is needed 
for our present purpose; since there is here no attempt to deny 
that goods may pass from the category of ‘‘ goods intended for 
sale’? to that of ‘‘ goods not intended for sale,’’ and vice versa. 
All that is here affirmed is that the intentions of the owners 
of goods are sufficiently well-defined to justify our use of a 
category to be entitled ‘‘ gocds intended for sale,’’ in place 
of a category to be entitled ‘‘ goods in existence.”’ 

So much for the possibility of drawing a distinction between 
‘“ goods in existence’? and ‘‘ goods intended for sale.’’ I can 
only record my further conviction that the arguments which 
a number of writers have advanced by way of attempting to 
prove that such a distinction is ‘‘ impossible ’’ are unsatisfac- 
tory, either because their argument amounts to a simple 
assertion that it is not possible, without showing why, or because 
they have muddled the argument by confusing ‘“‘ goods intended 
for sale’? with goods which are “ saleable.’’** Obviously, the 
two categories last mentioned are quite distinct, and must not 
be regarded as identical, if the proposal which is here advanced 
is to be fairly evaluated. | 

It is of the first importance to notice that there is nothing 
in our proposed distinction—viz. that between goods ‘‘ intended 
for sale’’ and goods not ‘‘ intended for sale ’’—which makes 


18 For an example of the first of these two types of argument, see L. D. 
Edie, op. cit., p. 192 n. Edie holds that a “ distinction’? between goods 
‘‘ offered for sale’ and goods not so offered ‘“‘ is impossible.’ ‘‘ Where,” 
he asks, ‘“‘ draw the line between a potential offering for sale, an actual 
offering without the result of a sale, and an actual sale?” The answer, of 
course, is that, for our purposes, the line is to be drawn neatly between 
“ potential offerings for sale,’’? on the one hand, and the other two categories 
on the other. On the suggestion, which has found some sponsors, to the effect 
that only ‘‘ actual sales ”? be included, see pp. 441 ff. of this article. For an 
example of the confusion mentioned in the text in connection with the second 
type of argument, see A. de’ Stefani, Gli Scritti Monetari di Francesco Ferrara 
e di Angelo Messedaglia (1908), p. 49. De’ Stefani suggests that the total of 
saleable goods (beni mercatabili) is equivalent, not only to the total of goods 
“which have value in exchange,’ but also to the total of ‘“‘ production (sic) 
destined for exchange.”? Further evidence of the fact that De’ Stefani failed 
to examine with some care the different implications of such phrases as 
“saleable goods,” “‘ goods with value in exchange,” “ production ‘ destined 
for exchange,’ ”’ and “ goods offered,’? may be found in the fact that he 
lumps together, as having held the notion that the ‘ goods ” of which we 
must take account in discussing the forces affecting the value of money are 
total “‘ saleable goods,’ writers such as Hume, Marshall, and Pantaleoni. On 


Hume’s real position, see note 22 to this article; and on Marshall and Panta- 
leoni, note 20, infra. 
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it impossible to recognise that certain specific goods may, under 
certain conditions, pass from one category to the other. ‘The 
issue which is here involved is whether, in following such a 
procedure, we do not avoid confusion to a much greater extent 
than would be the case if we were to adopt the alternative with 
which this section is concerned—viz, the proposal to represent 
the passage of goods from one category to the other, not by 
an increase in the term G, in the equation MV=PGv, but 
rather by an ultimate increase in the term v—i.e. the velocity 
of circulation of goods—the term G, in this case, remaining 
constant, since it would be taken as representing the total of 
goods “‘in existence.’”’ The objection to this latter procedure 
is simply that to follow it would deprive the concept of a 
“‘ velocity of circulation of goods ”’ of all real meaning. 

That this is so will become obvious if, in the first place, we 
bear in mind the fact that the greater part of the goods in 
existence are not intended for sale under present conditions.’ 
To apply a factor representing ‘‘ velocity of circulation ’’ to 
the single undifferentiated magnitude ‘‘ goods in existence ”’ 
would therefore give us a figure for “‘ velocity of circulation ”’ 
that would mean nothing, either as applied to the goods not 
intended for sale, or as applied to those actually intended for 
sale—since it would be too large for the former, and very 
much too small for the latter. 

There is, however, a much more fundamental objection to 
using the concept of ‘“‘ velocity of circulation ’’ in such a way 
as to make it register the passage of goods from the category 
of goods “ not intended for sale ’’ to those which are “‘ intended 
for sale’’; and this is that such a usage involves a type of 
reasoning which would certainly be rejected if it were applied 
to money, rather than to goods. One might just as well urge 
that since the gold now in use in the arts is potentially recover- 
able for the money-use, the proper magnitude to which to apply 
the factor ‘‘ velocity of circulation of gold money ’”’ would be 
all the gold in existence, simply on the grounds that the arts 
gold may some day be diverted to the monetary use. In point 
of fact, of course, the virtually invariable procedure, in dealing 
with the problem of the use of gold in the arts is, with all 


19 See, on this point, the judicious discussion by Davenport, Economics of 
Enterprise, loc. cit. Needless to say, the testimony of Davenport on this 
matter is to be regarded as being of considerable significance in the light 
of the fact, suggested on p. 436 above, that it is Davenport’s notion of 
‘reservation prices’? which may be said to provide the chief theoretical 
justification for preferring ‘‘ goods in existence ”’ to ‘‘ goods intended for 


sale.”’ 
D 
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recognition of the possibility that the stock of monetary gold 
may be increased from this source, to include the “ arts” 
gold as part of the stock to which the “‘ velocity’ factor may 
be applied, only if and when the arts gold is actually added 
to the monetary stock. In precisely the same way, it is possible, 
with all due recognition of the fact that the supply of ‘‘ goods 
intended for sale’? may be increased as a result of a flow of 
goods from the category of goods ‘‘ not intended for sale ”’ to 
that of goods ‘‘ intended ’’ for sale, to wait until they have 
passed into the latter category before applying the velocity 
factor to them. 

Clearly, a weighing of the arguments in favour of and 
against the two principal conceptual proposals discussed in this 
section would point to the choice, as the magnitude to which 
the factor ‘‘ velocity of circulation ’’’ is to be applied, not of 
‘“ goods in existence,’ but of goods ‘‘ intended ”’ or “‘ offered ”’ 
for sale.”° 


20 The expression ‘‘ goods offered for sale’ has sometimes been used in 
what seems to be a meaning which would make it equivalent to our expression 
‘* goods intended for sale.’’ So, e.g., J. S. Mill, Principles, ed. Ashley, p. 490; 
M. Pantaleoni, Pure Economics (1st [Italian] edition, 1889; p. 230 of the 
English (1898) edition) ; Laurent Deschesne, ‘‘Pour la Théorie Quantitative de 
la Monnaie et du Crédit’? in the Rev. d’Econ. Polit., Vol. XXVIII (1914), p. 411. 
There would seem to be no clear ground for choice between the expressions 
“intended for sale ’’ and ‘“‘ offered for sale,’’ if it be clearly understood that 
the word ‘‘ offered ’? must not be taken in a sense which would imply that 
the goods must actually have been part of a completed sales transaction. 
On.this point, see pp. 444 f. of this article. The ambiguity with respect to 
this consideration seems to me to be the chief reason for rejecting such 
expressions as ‘‘ goods which get into trade’ (in den Verkehr gelangende 
Giiter) or ‘‘ goods put into circulation ’’ (mises en circulation), since it is not 
clear whether the process of putting goods ‘‘ into trade ”’ or ‘‘ into circula- 
tion ’’ necessarily involves a sale of these goods, or whether a mere offer 
for sale is sufficient to bring them ‘‘ into trade.’”? (For examples of the use 
of the expressions cited, see von Neumann-Spallert, op. cit., p. 10, and BE. 
Dolléans, ‘“‘ la Monnaie et les Prix,” in Questions Monétaires Contemporains 
[ed. Cauwés, Souchon, Bourguin], 1905, p. 91.) On the other hand, the 
expression ‘‘ goods intended for sale ”’ may itself be misinterpreted as mean- 
ing to exclude the goods which, having been already sold, are no longer 
‘intended for sale whereas, in point of fact, the expression ‘ goods 
intended for sale ”’ is, of course, meant to include all goods which have been 
“ offered ”’ or ‘‘ intended ” for sale at one time or another during the period 
under discussion, even though they have been subsequently removed from 
the market for consumption or manufacturing purposes. The same thing 
may be said with respect to virtual equivalents for “‘ goods intended for 
sale,” such as ‘‘ goods in the market,’ “‘ goods on sale,’ “‘ goods awaiting 
exchange,” and possibly “‘ goods to be disposed of [by sale].’? (For examples 
of these usages, see Mill, op. cit., p. 491; F. Bowen, Principles of Political 
Economy (1856), p. 307; E. Levasseur, La Question de l’Or (1858), pp. 144, 
148; A. Marshall, in his Evidence before the Gold and Silver Commission of 
1887, Q. 9629 [see Marshall, Official Papers, p. 35]; F. W. Taussig, Principles 
of Economics, Vol. I, p. 238 of the 3rd [1921] edition; D. H. Robertson, 
Money, p. 35 of the 2nd edition.) I have, therefore, felt free to substitute 
the expression ‘“ intended for sale ” for ‘‘ offered for sale ’? with some degree 
of arbitrariness, on the assumption that the connotations of the one may 
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Ill 


Mention, in the preceding section of this article, of the name 
of Davanzati in connection with the proposal to use “‘ goods 
in existence”? as the ‘‘ goods’? factor in the equation of 
exchange, brings to mind almost inevitably that peculiar develop- 
ment in the subsequent history of monetary theory which led 
finally to the argument—of which Montanari and Hume were 
outstanding defenders—that it is not all money “‘ in existence,”’ 
but only that money which actually “‘ circulates ’”’ against goods 
which is to be taken into account in an attempt to describe the 
forces determining the general price-level. I cannot hope, upon 
this occasion, to go into all the implications, for general 
monetary theory, of the Montanari-Hume position.7 I am 
concerned with it here only because of the fact that, in much 
the same way as these writers argued that it was not all the 
money in existence, but only the money which circulates which 
is relevant for the problem of the determination of the price- 
level, it has been suggested that, since we obviously cannot 
take, as the magnitude representing ‘‘ goods ’’ in the equation 
of exchange, the total of goods ‘‘ in existence,’’ we must take 
only those goods which are actually ‘‘ exchanged,”’ or “‘ sold ”’ 
for money during the period in question. ‘This proposition 
was laid down by Hume himself??; and his influence has 
persisted to the present day.”° 


be expected to counterbalance the connotations of the other—although, need- 
less to say, I intend to refer to the same magnitude in every case. 

21 Here, again, I must ask to be allowed to reserve discussion of all the 
points involved to my book on The Velocity of Circulation of Money. I have, 
however, said something on the question in so far as it is involved in certain 
problems associated with the concept of a velocity of circulation of goods, 
in the second of the two Journal of Political Economy articles cited in note 3, 
above. 

22 See Hume’s Essays, p. 316 of the Longmans, Green and Company edition 
of 1889. Hume, as is well known, declared categorically that, just as when 
money is ‘‘ locked up in chests, it is the same thing with regard to prices, 
as if it were annihilated,”’ so “‘ a like effect follows ”’ ‘‘ if the commodities be 
hoarded in magazines and granaries.’’ It is true that Hume’s usage on this 
point is anything but consistent. See, on this matter, note 16, above. Yet 
there can be no question that the dictum quoted from Hume at the beginning 
of the note is the one which is most closely associated with his name, and is 
the one which has exerted most influence upon later economists. 

23 Cf., e.g., James Mill, Elements, p. 134 of the third edition : ‘‘ What is not 
exchanged for money is in the same state, with respect to the money, as if 
it did not exist ’’; and, as an example of contemporary support of the doctrine 
in question, Kemmerer, op. cit., p. 22 “©. . . Commodities which are not 
exchanged haye no numerical importance whatever in the price formula 


P= ~ It is worth noting that even Fisher, who, as we have seen (cf. note 
15, above) was prepared, in his earlier article, to define the total of “ goods ”’ 


in the equation of exchange as the total of goods ‘‘ in the country,” neverthe- 
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It is here necessary to distinguish between two distinct 
proposals, each of which gives rise to problems quite different 
in their nature. ‘The first proposal is that the expression 
“‘ goods sold’? be taken, not as a factor which must, in its 
turn, be multiplied by a factor representing the velocity of 
circulation of goods, in order to obtain what might be taken 
as a rough equivalent of Fisher’s T, but as a magnitude which 
is itself the equivalent of T.** This usage is to be found, for 
example, in John Stuart Mill, whose utterances upon this matter 
have been subject to a considerable amount of misunderstand- 
ing.?> It has been followed also by a considerable number of 
contemporary writers, though this fact has sometimes been 


less argued, in the same article (p. 521) that ‘‘ stocks of goods not exchanged 
have no influence on T ’’—his suggestion then being that those goods ‘‘ in 
the country ’? which were not exchanged would be taken care of by a 
factor to be known as the “‘ velocity of circulation of goods.’’ It is, of course, 
this latter suggestion which makes Fisher’s position, though by no means 
entirely satisfactory, at least superior to that part of Hume’s argument which 
is summarised above; since Fisher’s position avoids the serious error which 
is involved in Hume’s implication that, merely because goods are being stored 
—Hume himself, significantly enough, used the word ‘‘ hoarded ’’—‘‘ in maga- 
zines and granaries,’’ it followed that these stored commodities and money 
would “‘ never meet ”’ (Hume, op. cit., p. 317, italics mine). None the less, the 
use of an expression stating that ‘‘ stocks of goods not exchanged have no 
effect on T,’’ which is so suggestive of Hume’s error, can hardly be regarded 
as a fortunate one. 

24 So, e.g., Fisher himself (Purchasing Power of Money, p. 14): ‘“‘ the 
volume of trade (or amount of goods bought by money)’’; also id., pp. 20 f., 
25, where, in place of “‘ volume of trade,’? he speaks of the ‘‘ quantities of 
goods exchanged.” I have referred to the magnitude involved as a ‘‘ rough ” 
equivalent of T. The reason why a comparison of this sort is necessarily 
“rough ”’ is, of course, due to the fact that Fisher’s T includes items such 
as security-sales, to say nothing of a heterogeneous mass of statistics used as 
rough “‘ indexes ”’ of the movement of trade, which, of course, have no place 
in a magnitude which should be rigidly defined as the ‘‘ physical volume of 
sales of goods.”’ It is important to notice, in this connection, that, despite 
the implication to the contrary by Neisser (op. cit., p. 9), the inclusion or 
exclusion of security sales in the volume of turnover of ‘‘ commodities ”’ is 
entirely a matter of conceptual construction; such sales are not, despite 
Neisser’s implication, necessarily included in the very notion of the ‘‘ volume 
of turnover of commodities.”’ 

25 Mill, in his Principles (ed. Ashley, p. 494), spoke of a magnitude charac- 
terised as “ goods sold,’ which would be arrived at by ‘“‘ counting each resale 
of the same goods as so much added to the goods.”? At other times, however— 
for example, in the very same paragraph—Mill distinguishes carefully between 
‘“‘ the quantity of goods on sale,’ and ‘‘ the number of times these goods are 
resold.”” J. F. Johnson (Money and Currency, p. 20 of the r92r edition) does 
not seem to have recognised this duality of usage in Mill, since he criticises 
Mill for defining goods as “‘ goods offered for sale,’? instead of ‘‘ quantity 
[of goods] sold.’? (See also the comment by Hobson, on the distinction 
between ‘‘ goods offered for sale,’’ and ‘‘ goods sold ’’? (Hobson, Gold, Prices, 
and Wages [1913], p. 22 n.), though Hobson makes no specific reference to 
Mill.) Similarly, Kellenberger, Geldumlauf und Thesaurierung (1920) (p. 75), 
presents only one aspect of Mill’s usage when he contrasts Mill’s usage with 
that of Sismondi, and alleges that whereas Sismondi proposed to multiply 
the quantity of goods by the number of “ turnovers,’? Mill proposed that 
every resale of a commodity be regarded as a corresponding increase in the 
“quantity of goods turned over.’’ 
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obscured by a dangerous terminological usage which can only 
have the effect of obscuring the argument.”* 

I do not propose to devote any considerable amount of 
discussion to this proposal here. It should be sufficient to point 
out what should be obvious upon very slight consideration— 
viz., that such a solution, which in many instances involves the 
implication that it is possible to do away with the concept of 
a “‘ velocity of circulation of goods ”’ altogether, merely avoids 
the difficulties which the introduction of the concept of 
“‘ velocity ’’ was introduced to solve, instead of meeting them 
squarely. I have, on another occasion, dealt with the suggestion 
that the concept of a velocity of circulation of goods is a useless 
and meaningless one, and have given reasons for refusing to 
accept this suggestion.*” It is necessary to add here only that 
so long as we retain this concept, we must, instead of allowing 
it to be lost somewhere in the midst of an ambiguous variable 
known as “ goods sold,’’ be prepared to face the problem of 
defining with some precision each of the two factors which go 
to make up the product—speaking mathematically—that ‘‘ goods 
sold ’’ really represent. 

The problem becomes quite a different one, however, when 
the suggestion that, in speaking of the ‘‘ goods ’’ which are 
of importance for the determination of the price-level, we should 
speak only of goods actually ‘‘ sold’ or “‘ exchanged,’’ comes 
from writers who propose seriously to retain the concept of a 
velocity of circulation of goods.”* ‘The proposal is that the 


26 The usage referred to is one which designates what we have called 
“the rough equivalent of Fisher’s T,”” not as ‘‘ goods sold,’’ but as the 
“quantity of goods,” or ‘‘ goods,” pure and simple. So, e.g., Hobson, 
op. cit., pp. 9, 141, 143. Cf. also the usage of A. Hahn, who, in his Geld u. 
Kredit, Neue Folge (1929), p. 6, uses the word Giitermenge interchangeably 
with the expression “ die zum Ankauf kommende Giitermenge ”—i.e. with 
“‘ goods sold,” in the sense of the latter term which would make it the rough 
equivalent of Fisher’s T. It is obvious that such a usage as the one indicated 
can only have the effect of obscuring the fact—which, as it happens, seems 
perfectly well known to Hobson, at any rate( cf. e.g., Hobson, op. cit., pp. 9, 
141)—that T, when used in the sense indicated, is really a product of at least 
two variables, of which the term ‘‘ goods,”’ strictly speaking, is only one. 

27 See the discussion referred to in notes 3 and 21 above. 

28 So, e.g., Sismondi, Nouveaux Principes, Bk. V, ch. ix (Vol. II, p. 120 
n. of the 2nd (1827) edition); E. R. A. Seligman, Principles of Economics, 
p. 456 of the oth (1921) edition; Kemmerer, op. cit., pp. 13, 22 and note; 
Edgeworth, Currency and Finance in Time of War (1918), p. 8; possibly also 
Palyi and Kornfeld (on whom see again note 9 above), who, in defining the 
goods to which the factor ‘ velocity of circulation” was to be applied as 
goods turned over,’ may have meant by that expression ‘‘ goods sold.” A 
usage similar to that which is here under discussion is attributed to Fisher 
by F. C. James (Economics of Money, Credit, and Banking (1930), p. 51), 
when he declares that Fisher, in his Purchasing Power of Money, defines T 
as ‘the total quantity of goods and services exchanged for money during 
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“ goods’ to which this ‘‘ velocity ’’ factor is to be applied is 
neither ‘‘ goods in existence’ nor ‘‘ goods intended for sale,”’ 
but goods actually ‘sold’? or ‘‘exchanged.’? Yet this 
proposal also must be rejected as unsatisfactory. 

The reason why this is so is a very simple one. It should 
be sufficient to call attention to a fact which has on occasion 
been recognised even by those who use a type of analysis with 
respect to the significance of goods “‘ sold’”’ or ‘‘ exchanged ”’ 
for the determination of the price-level which, in the earlier 
part of this section, we found it necessary to reject.** The fact 
is one which hardly anybody would deny: viz., that the failure 
of money to be ‘‘ exchanged ’’ must have the effect of slowing 
down the velocity of circulation of money.*° By the same token, 
surely, the failure of goods to be ‘‘ exchanged ’’ ought to be 
allowed to slow down the velocity of circulation of goods. Yet 
if we include, in the ‘‘ goods ’”’ to which the factor ‘‘ velocity 
of circulation ’’ is to be applied, only goods which have been 
sold, it must be obvious that, in many cases, the failure of goods 
to be sold will have no effect whatever upon our figure for the 
velocity of circulation of goods. 

To make this point clear, let us, for the sake of argument, 
assume that, in a given situation, the ‘‘ physical volume of sales ”’ 
remains constant. Let us assume, further, that more goods are 
produced for market, but that these goods remain unsold. If, 
in accordance with the suggestion under discussion, we define 
the denominator in the ratio measuring the “‘ velocity of circula- 
tion of goods ’’ as “‘ goods sold,’’ there would be no change in 
this denominator, and therefore no change in the value of the 
ratio itself. If, on the other hand, we define our denominator 
as ““ goods intended for sale,’’ there will be, under the conditions 
stated, an increase in this denominator, and therefore a decrease 
in the ratio measuring the velocity sof circulation of goods—a 
result which is clearly in accord with the general logic of the 
situation. 

It may, of course, be objected that we have no right to assume 
that the numerator of our fundamental ratio—i.e., the 
““ physical volume of sales ’’—remains unchanged; that if we 
allow sales to decline, the figure for ‘‘ velocity of circulation of 
the period, multiplied by the number of times they changed hands.” See, 
however, on this point, note 24, above. 


9 See the quotation from Kemmerer, in the following note : and, on Kem- 
merer’s usage otherwise, see note 23, above. 

59 So, e.g., Kemmerer (0p. cit., p. 23) : ‘* The introduction of new money 
which does not circulate increases the number of monetary units, but 
reduces the average rate of money-turnover in the same proportion.” 
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goods’ may register a decline even when we use, as the 
denominator, “‘ goods sold ’’; and that we may find an illustra- 
tion of this possibility in the conceivable, though hardly typical, 
special case in which the decline in sales does not happen to 
affect the latter magnitude.* 

This, however, is really to beg the issue. It may be pointed 
out, in the first place, that there is no particular reason why 
we should confine ourselves to the special case in which there 
is a decline in the absolute volume of sales. What we are 
anxious to obtain is a measure of the rate at which goods are 
being sold. Our point is that it is possible to have a decline 
in this rate without any decline in the volume of sales, and 
that, in such a case, the alternative formula proposed would 
not register a decline. In the second place, it can be shown 
that even in the special case of a decline in the absolute volume 
of sales, the alternative formula proposed is not a reliable 
measure of the decline in the velocity of circulation of goods. 
For we have only to ask what values would be given by the 
alternative formulas in case the decline in the absolute volume 
of sales is accompanied by an increase in the amount of those 
*“ goods intended for sale’’ which do not succeed in finding 
a market during the period under examination. In such a case, 
our formula would take cognisance of the fact that sales had, 
declined both absolutely and relatively to the amount of goods 
intended for sale—in contrast to the other formula, which, taking 
cognisance only of the decline in the absolute volume of sales, 
would not show as great a decline in the figure for the ‘‘ velocity 
of circulation of goods’’ as is called for by the facts of the 
situation. Clearly, this fact should in itself be sufficient to 
prevent our hastening to adopt a definition of the “‘ velocity 
of circulation of goods ’’ which would involve, as the denominator 
in our fundamental ratio, not ‘‘ goods intended for sale,’’ but 
“* goods sold.”’ 


IV 


Thus far we have examined, and seen fit to reject, suggestions 
to the effect that the magnitude loosely referred to in discussions 
of the forces determining the value of money as the “‘ quantity 
of goods,” should be defined either as the quantity of goods “in 
existence,’’ or the quantity of goods “ sold.’’ In recent years, 

31 This situation might be realised, for example, whenever the decline in 


sales affected only goods which had already been sold at least once, so that 
they would already be included in the magnitude “ goods sold. 
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however, perhaps the most common suggestion with respect to 
the definition of these ‘‘ goods”’ is that they shall be under- 
stood to be equivalent to “‘ production,” ‘‘ goods produced,”’ 
or—as some would have it—the ‘“‘ social product.’’*’ In view 
of the fact that this suggestion has been made not only by, 
writers like Schumpeter, who would do away entirely with the 
concept of a ‘‘ velocity of circulation of goods,’’ but also by 
writers who would apply a factor equivalent to our “ velocity 
of circulation of goods’ to the ‘‘ social product ’’ in order to 
obtain the total of ‘‘ goods-turnover,’’ it is nécessary to examine 
this suggestion at some length. 

It would be wise, however, to lay down at the outset certain 
preliminary propositions, by way of clearing the ground for 
discussion of the matters which are really at issue. It should 
be made clear, first of all, that in what follows, I have no 
intention of minimising the importance of the considerations 
which undoubtedly lie at the basis of the argument of all those 
writers who are content to use “ output,’”’ or ‘‘ production ’’ 
as the factor on the ‘‘ goods-side ’’ of the equation of exchange. 
These writers would undoubtedly argue, and rightly, that 
‘* production ’’ is unquestionably the ‘‘ most important ”’ factor, 
both from the standpoint of its social importance, and from the 
standpoint of the amount of theoretical interest attaching to 
the interrelations between production and ‘‘ monetary ’’ factors 
—particularly such factors as the expansion and contraction 
of credit. The point is, however, that it is perfectly possible 
to admit the truth of such an argument, and still to insist that 
adequate attention to the forces controlling the amount of ‘‘ pro- 
duction ’’’ or ‘‘ output ’’ does not necessarily imply neglect of 


32 For more or less explicit suggestions to the effect that the goods with 
which we are here concerned are those which have been “‘ produced ” within 
the period under discussion, see, e.g., Aupetit, op. cit., p. 127; A. Landry, 
Manuel d’Economique (1908), p. 552; W. T. Layton, An Introduction to the 
Study of Prices, p. 31 of the 1920 edition; F. A. Bradford, Money (1928), 
p. 207; J. H. Rogers, The Process of Inflation in France (1929), p. 283. For 
an example of the suggestion that the magnitude to which the factor 
“‘ velocity of circulation ’’—or “ velocity of sale ’’—which is to be applied 
is the ‘social product,” see Neisser, op. cit., p. 28. Cf. also S. Budge, 
Grundziige der theoretischen Nationalékonomie (1925), p. 168, for a use of 
the expression “ velocity of circulation of real income ’’ in a sense of the 
term ‘real income”? which would apparently make it the equivalent of 
“social product.’”? Neisser actually defines (op. cit., p. 28) what he calls 
the ‘‘ velocity of sale ” of goods as the ‘ ratio between volume of turnover 
(Umsatzvolumen) and the social product,’? which, in turn, is defined (p. 3 of 
the work cited) as the “quantity of goods annually produced” (die 
jahrlich produzierte Giitermenge). It is, however, possible to cite certain 
further utterances of Neisser which seem to me to amount to a virtual 
admission that the ‘‘ social product ” is, after all, not the best magnitude 
to use as the denominator in our fundamental ratio. See, on this matter, 
notes 34, 43, and 44, infra. 


1932 | ““ VELOCITY OF CIRCULATION OF GOODS ” 447 


the problem of understanding the forces determining the velocity 
of circulation of goods. ‘‘ Production,” or “ output,’ still has 
a place, and an extremely important place, in the formulation 
which is here proposed. I am arguing simply that the relation- 
ship between “‘ output’ and the various parts of “‘ output ”’ 
that have a more direct significance for the special problems 
associated with the notion of a ‘‘ velocity of circulation of 
goods ’’ is a subsidiary task of great importance; and that it 
can only be regarded as unfortunate that writers of high standing 
should, for one reason or another, have felt compelled to 
rationalise their virtual neglect of this problem by the device 
of relegating it to the limbo of ‘‘ short-term phenomena ’’—as 
if, in these days of intensive study of the business-cycle, short- 
term phenomena were beneath the notice of the economist !— 
or by the construction of theoretical categories which propose 
to solve the difficulties only by ignoring them.** 

It would be wise, in the second place, as a further preliminary 
to our main discussion, to attempt to reach some agreement upon 
the question—even though, admittedly, the problem involved 
is one of secondary importance—as to whether the ‘‘ output ”’ 
or the “‘ production ’’ to which the factor ‘‘ velocity of circula- 
tion’ is to be applied should include the ‘‘ output ’’ or the 
“‘ production ”’ of services. A number of writers have implied 
that it should include these services.** Yet it is doubtful 


33 See, on this matter, the second of my two Journal of Political Economy 
articles cited in note 3, above. , 

34 In some cases, it must be admitted, these implications are not so well 
articulated as one would wish. Neisser, e.g., who, as we have seen (cf, note 
32, above), suggested that we take the ‘‘ social product ”’ as the denominator 
of our ratio measuring the ‘‘ velocity of sale’ of goods, would apparently 
(op. cit., p. 9) exclude services (Arbeitsleistungen) from the “ social pro- 
duct,”’ and yet would include them in the numerator of this ratio—i.e., in the 
‘volume of turnover ’’ (Umsatzvolumen). On the bearing of such conces- 
sions on the problem of defining the denominator of our fundamental ratio, 
see note 32, above, and the references there given. Other writers, on the 
other hand, have frankly included services along with, if not as part of, 
the ‘‘ quantity of goods ”’ to which the factor ‘‘ velocity of circulation ”’ is 
to be applied. So, e.g., E. Levasseur (op. cit., p. 144) (‘‘ la somme totale des 
marchandises et du travail qui sont actuellement en vente ’’). So also 
Eggenschwyler, who (art. cit., p. 219) writes not only T,=T,v, in which 
T,=the quantity of material goods, v their velocity of circulation, and T, 
the “transactions ” in these goods, but also T,=T,v, in which T,= the 
quantity of ‘‘ all goods and services,’ v their velocity, and T, the transac- 
tions in ‘“ all goods and services.” See, in addition, Walré de Bordes, op. 
cit., p. 155 (‘‘ the term ‘ goods’ in this instance is meant to comprise all 
services which are paid for with money ”’), and p. 158 (* everything which 
is paid for with money is included in ‘G ’—i.e., not only industrial goods, 
but also all articles which are consumed by the population, as well as all paid 
labour ’’); also Palyi, who (in his article ‘ Quantitatstheorie ’’ in the 4th 
edition of the Handw. der Staatswiss. (1925), Vol. vi, P. 1149 n.), when he 
applies the factor velocity of circulation to “‘ commodities,” defines the latter 
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whether it can be shown that ‘‘ services ’’? may be said to have 
a “velocity of circulation ’’ in any sense which can be regarded 
as significant. 

That this is so will become clear if. we remember that the 
“ velocity of circulation of goods ’? may be regarded as register- 
ing the effect of two distinct types of phenomena. The first of 
these may be designated as the ‘‘ rate of sale’’ of goods—i.e., 
the rate at which, or the speed with which, goods ready for sale 
are brought into market transactions. Now, it must be obvious 
that this notion of a ‘“‘ rate of sale’’ of goods represents 
essentially an attempt to summarise more sharply the forces 
which control the relationship between the ‘‘ stock ’’ of goods, 
and the ‘‘ flow’’ thereof. Yet it must be equally obvious that 
since services do not exist until they are performed, they cannot 
be conceived of as a ‘‘stock,’? which may be ‘“‘ brought to 
market ’’ with varying degrees of speed. To the extent, there- 
fore, that the concept of a ‘‘ velocity of circulation of goods ”’ 
may be said to cover the considerations associated with the notion 
of a ‘‘ rate of sale,’’ its application to services must continue 
to be regarded as a procedure the logical basis for which is 
necessarily subject to a considerable amount of doubt. 

The second type of phenomenon the effect of which the 
‘“ velocity of circulation of goods ’’ may be said to register is 
one which may be referred to as the ‘‘ number of middlemen’s 
sales.”’ It is clear that the notion of a varying ‘‘ number of 
middlemen’s sales’’ implies the possibility of selling objects 
over and over again; and it should be equally clear that it 
is necessary for those who would apply the factor ‘‘ velocity 
of circulation ’’ to services, as well as to goods, to demonstrate 
the possibility of conceiving of a resale of services in precisely 
the same sense as that in which it is possible to conceive of a 
“resale” of goods. As it happens, most of the writers who 
can be cited as having urged that the factor ‘‘ velocity of circula- 
tion’? be applied to services, as well as to goods, have not even 
attempted to make clear just how services may be sold “ over 
and over again.’’ In some cases, the phrasing of their argument 
would suggest that they think of services which go, for example, 
into the manufacture of material goods as being “‘ resold ’? when 


term as “ material goods and services” (Sachgiiter und Dienstleistungen). 
Some writers have been still more explicit in their suggestion that services, 
as well as goods, may have a velocity of circulation greater than unity. So, 
e.g., Hobson, op. cit., p. 9 (‘ the same articles or services, changed or un- 
changed in their shape or nature, may be sold many times during the same 
year’). See also the reference to Lehfeldt, in note 37, below. 
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the manufactured goods are in turn sold.** ‘There are, however, 
serious difficulties with this general type of analysis, which 
will concern us in the second instalment of this paper.** 

In other cases, these writers have presented the argument in 
a fashion which, on the surface at any rate, seems somewhat 
more convincing. Consider, for example, the case of Lehfeldt, 
who held that while ‘‘ labour, apart from its embodiment in 
goods, is rarely sold more than once,’’ believed .also that ‘‘ there 
are exceptions, as when an actor sells his services to a theatrical 
company which resells them to the public.’’*” This is, of course, 
a possible way of conceiving the process ; but it would seem more 
realistic, and certainly much safer, to think of the actors as 
being in the same position as the other theatre employees, such 
as the ushers. From such a point of view, the composite product 
which the theatrical company presents to the public really bears 
about the same relationship to its component parts as does any 
manufactured product to its raw materials. It is, in other words, 
a different good, and the whole process could be regarded as a 
reselling of the same good only from the point of view which 
regards a good as the ‘‘ same good ’’ regardless of the number 
of times it changes its form.** It has already been suggested that 
this point of view involves serious analytical difficulties, which 
will be dealt with at a later point in this paper. So long as 
this is so, it cannot be said that the authors who have tried 
to justify the application of a ‘“‘ velocity of circulation ’’ to 
services, as well as to goods, by means of an attempted demon- 
stration of the possibility that services, like goods, may be 
‘* resold,’ have managed to make out a case that can be regarded 
as convincing. It would seem to be only the part of wisdom, 
therefore, to separate goods and services, on the “‘ goods-side ”’ 
of the equation, and to apply the factor ‘‘ velocity of circula- 
tion ’’ to the ‘‘ goods ”’ alone.** 

35 This, for example, would seem to be the suggestion of Hobson, when, 
in the passage cited in the preceding note, he implies that “‘ goods and 
services ’? may be thought of as being sold many times whether they are 
“changed or unchanged in their shape or nature.” 

36 To be published in the next issue of this journal. 

37 Lehfeldt, Gold, Prices, and the Witwatersrand, pp. 55 ie 

38 This is, in fact, Lehfeldt’s own point of view. Lehfeldt, op. cit., p. 53. 

39 So Layton, op. cit., p. 31. Similarly, R. H. Lounsbury, in his article 
“Velocity Concepts and Prices,’ in the Quart. Journ. Econ., Vol. XLVI 
(1931), p. 45, 0. 8, remarks that ‘‘ the same service can be exchanged for 
media only once,” since ‘‘ a service is intangible and cannot be again trans- 
ferred after it has once been performed.’’? Most of the force of Lounsbury’s 
statement is, however, destroyed by the fact that he holds that a “ change 
in the turnover of services’? may occur in the sense that, if we define 


H , 
the ‘rate of turnover’ as the number of times ‘‘ the same or an equal ’ 
quantity of commodities or services may be “ turned over,’’ services, also, 
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With these preliminaries disposed of, we are in a position 
to ask whether the variable to which the factor ‘‘ velocity of 
circulation’? may be applied in order to obtain a figure for 
“‘ volume of sales ’’ is in fact the ‘‘ social product ’’—the latter 
being defined, for our purposes, as the quantity of goods which 
are ‘‘ produced ’’ within the period under discussion.*® It is 
here contended that this procedure would be unsatisfactory, for 
a number of very important reasons. 

The first and most important reason is that what we are 
primarily interested in is not ‘‘ goods produced,” but ‘‘ goods 
produced for sale.’’ That this distinction has usually been 
overlooked is evidenced by the fact that the phrase ‘‘ produced 
for sale’? occurs much less commonly in the literature than one 
might have expected.*t Fortunately, however, there are signs 
that its importance is at last beginning to be recognised.** 

What, exactly, are the reasons for distinguishing between 
‘“ goods produced ’’ and ‘‘ goods produced for sale”’? It may 
be freely admitted, at the outset, that some of the considerations 
which have been suggested as part of the argument for 
distinguishing between the two are probably unimportant under 
present conditions, though they might be of great importance 
in explaining price-movements over a period as long as a 
century or more. This is true, for example, of the possibility, 
discussed above in another connection, that goods produced may 
be intended, not for sale, but for consumption by the producer.** 


may be regarded as capable of experiencing a change in the rate of turnover, 
since ‘‘ equal quantities of services may be exchanged several times ”’ during 
a given period of time. The suggestion that, in measuring the rate of turn- 
over, the same results will be obtained whether the goods are the ‘‘ same ”’ 
goods, or goods ‘‘ equal in amount,” is, of course, one which cannot be 
accepted by anyone who is anxious to distinguish between what, in the 
second part of this paper, I shall call the ‘‘ technological’? and the 
“marketing ”’ rates of flow of goods. See also KE. F. Heckscher, ‘‘ Penning- 
varde och tullskydd ’’ (‘‘ The Value of Money and Tariff Protection ’’), in 
the Ekonomisk Tidskrift, Vol. X XVII (1925), p. 127. 

40'So, eset} Neisser, 0p) Clia, ppiee ft 
41 For an example of an instance in which the phrase does occur, see 

C J. Bullock, Introduction to the Study of Economics, pp. 238 ff. of the 4th 
(1913) edition. Much more commonly, the implications of the phrase 
“produced for sale ’? are to be found in the form of loose generalisations 
to the effect that ‘‘ the amount of goods to be exchanged may change even 
when the amount produced is unaltered.” So, e.g., F. A. Fetter, Modern 
Economic Problems, p. 30, of the 1922 edition. 

_47 A notable instance of such recognition is to be found in the implica- 
tions of such a concept as is represented by F. A. Hayek’s “ coefficient of 
money transactions.”? I shall deal with this concept at length in the second 
part of this paper. 

48T have in mind here ‘“ consumption ” in the more technical meaning 
of the term, and not in the sense of what is sometimes called “ repro- 


1932] ““ VELOCITY OF CIRCULATION OF GOODS ” ; 
45 


It would be true also of the consideration that goods produced 
may be disposed of by barter, instead of being sold for money. 

Yet there is at least one other very important con- 
sideration arising from an examination of the differences 
between ‘‘ goods produced”? and ‘‘ goods produced for 
sale’? which has considerable validity even under present 
conditions, and which cannot be so lightly brushed aside 
as an obstacle to the easy acceptance of the total of ‘‘ goods 
produced ’’ as the variable to which the factor ‘“‘ velocity of 
circulation’? is to be applied. Here again, the gist of the 
argument can be found at least as early as Hume, whose own 
vacillating treatment of the problem of defining the ‘‘ goods ”’ 
entering into what would now be called the ‘‘ equation of 
exchange ’’ provides so excellent an illustration of the slippery 
nature of the problem with which we are here concerned.*® The 
argument itself is based upon a simple fact which hardly anyone 
would deny—viz., that “‘ production’’ which takes place within 


ductive consumption ’’—i.e., ‘‘ consumption ’’ of raw material by manufac- 
turing industries. The point involved dates back at least as far as Hume, 
whose insistence (Essays, p. 318) upon excluding from what amounts to 
the ‘‘ goods-side ”’ of the ‘‘ equation of exchange ’’ all ‘“‘ goods that are 
consumed at home [i.e., by the producer of the goods himself] ’’ could be 
gladly welcomed as showing insight into the problem of defining the 
variables on the ‘‘ goods-side,’? were it not for the other unfortunate 
aspects of his treatment pointed out in note 16 and especially in note 22, 
above (cf. also notes 44 and 45, immediately following). The idea is, of 
course, to be found in many subsequent writers. See, e.g., James Mill, 
Elements, p. 134, Roscher, op. cit., I, p. 368, of the Lalor translation; F. A. 
Walker, Money (1878), p. 62. The possibility that goods may be consumed 
by the economic unit that produced them is listed by Neisser (op. cit., 
p. 8) as one of the factors which will make for ‘‘ differences ’’ between the 
social product and the ‘‘ volume of turnover ’’—will, in other words, help 
te determine the ratio between the two magnitudes, i.e., the ‘‘ velocity of 
sale of goods,”’ as he himself defines the latter term. But, surely, we are 
dealing here with a consideration which, instead of bearing upon the 
question as to the forces determining the velocity of circulation of goods, 
would argue for the abandonment of the ‘‘ social product ”’ as the denomina- 
tor in our fundamental ratio. See also, in this connection, note 32, above, 
and especially note 44, immediately following. : nt 

44 So Hume, op. cit., p. 318; James Mill (at least by implication) loc. cit.; 
Roscher, op. cit., p. 368, n. 4; Walker, Political Economy, p. 129 of the 3rd 
(1888) edition. This factor, also, is included by Neisser (op. cit., p. 8) in 
his list of factors which make for ‘‘ differences’ between the ‘‘ social 
product ’’ and the “ volume of turnover.’”’ See, on this point, the preceding 
note. 

45In the 1777 edition of his Essays, Hume changed one of the expres- 
sions intended to describe those goods which ought not to be included 
in what we should now call the “‘ goods-side ” of the equation of exchange, 
from “the corn, which the farmer must reserve for the maintenance of 
himself and his family,” to read ‘‘ the corn which the farmer must reserve 
for seed and for the maintenance of himself and his family.” (See p. 317 
of the Longmans, Green and Company edition of 1889; and, on the general 
nature of Hume’s contributions to the problem of defining the ‘ goods ” 
involved in what we should now call the ‘‘ equation of exchange,’ note 


43, above.) 
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the framework of an integrated business unit constitutes a much 
smaller aggregate “ goods-offer’’ than does production which 
takes place in a series of separately organised business units.*® 
Here, obviously, the distinction between ‘‘ goods produced ” 
and ‘‘ goods produced for sale’? becomes of vital importance, 
even under modern conditions. It is perfectly true, as has some- 
times been pointed out, that, in the light of the relative 
unimportance quantitatively, ‘‘in a country like the United 
States at the present time,’’ of consumption of products by their 
producers, as well as of barter, ‘‘ it is not far from the truth 
to say that all things that are produced are exchanged.’’*’ Yet 
it is none the less necessary to insist that the wide range of 
possibilities with respect to the stage of production at which 
goods are ‘‘ exchanged ’’ may lead to very great quantitative 
differences in the amounts represented by the variables ‘‘ goods 
produced ’’ and ‘‘ goods produced for sale.’? So long as these 
differences may exist, a choice must be made between the two 
variables on the basis of their relevance to the problem in hand. 

The principal reason for believing that the variable “‘ goods 
produced ’’ should be rejected in favour of ‘‘ goods produced 
for sale’’ is that the former variable is too inclusive. ‘This 
will become clearer if we ask just what effect, upon the value 
of the ratio representing the ‘‘ velocity of circulation of goods,”’ 
may be expected from the two usages which are here being 
compared. Consider, for example, the case of an increase in 
the quantity of ‘‘ goods produced ’’ which does not represent, 
at the same time, an increase in the quantity of ‘‘ goods pro- 
duced for sale.’’ In this case, according to the usage which 
we have refused to accept, the denominator in our fundamental 
ratio registers an increase—with the inevitable result that our 
ratio itself—the velocity of circulation of goods ’’—shows a 
decrease. As we have already seen, the concept of a ‘‘ velocity 
of circulation of goods ’’ is intended to measure variations in 
either the “‘ rate of sale’’ of goods, or in the ‘‘ numberof 
middlemen’s sales ’’ to which goods are subjected. The question 
at issue is whether a formula containing, as its denominator, 


46JIn assuming that this type of consideration is of great importance for 
the determination of the price-level, I am, of course, running counter to the 
general argument, presented by Schumpeter and others, to prove that the 
“number of middlemen’s sales”’ is a factor without influence upon the 
price-level, since all movements in the ‘ velocity of circulation of goods ” 
which may be attributed to this factor are necessarily counteracted and 
annulled—so it is argued—by movements in the velocity of circulation of 
money. See, on this point, the second of my two Journal of Political 
Economy articles cited in note 3, above. 

47 So F. W. Taussig, Principles, I, p. 235. 
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“ goods produced,”’ will give as reliable a measure of both types 
of variation as would a formula which contains in its 
denominator only ‘‘ goods produced for sale.’’ 

So far as indication of a change in the ‘‘ rate of sale’ is 
concerned, it must be obvious that the inclusion of ‘‘ goods 
produced, but not intended for immediate sale ’’ can only serve 
to hide the real facts of the situation. Surely the “ failure ”’ 
to sell goods which were not intended for sale should not be 
allowed to exert the same influence on the figure for the 
“velocity of circulation of goods ’’ as we should expect to be 
exerted by a real failure to sell goods which were in fact intended 
for sale during the period under discussion. In the latter case, 
a decline in the velocity of circulation of goods is certainly 
involved; and a decline would certainly be registered in our 
formula if the latter were to include, in its denominator, only 
goods ‘‘ intended for sale.’? In the former case, however, a 
decline in the “‘ rate of sale ’’ of goods is certainly not involved, 
and it should not be registered in the movements of our formula 
for the ‘‘ velocity of circulation of goods.’? It would not be 
registered if our formula were to include, in its denominator, 
only ‘‘ goods intended for sale.’’ Unfortunately, however, as 
we have seen, it would be so registered if we were to include, 
in our denominator, those goods which had been produced 
without any intention of immediate sale. 

The situation with respect to that element in the “‘ velocity 
of circulation of goods ’’ which we have called the ‘‘ number 
of middlemen’s sales ’’ is, admittedly, somewhat more compli- 
cated. At first glance, indeed, it might even seem that the use 
of ‘‘ goods produced ”’ as the denominator of our ratio would give 
a better result than would be obtained by ‘‘ goods produced for 
sale.’ Supposing, for example, that there is a change in the 
direction of a greater integration of business, in such wise as 
to reduce the number of middlemen. In this case, an increase 
in the denominator—such as would be called for if we were 
to include ‘‘ goods produced,’’ whether those goods were 
intended for sale or not—would give us the desiderated decline 
in the velocity of circulation of goods; whereas—so it might be 
argued—the use of ‘‘ goods intended for sale’? might, by 
reducing the denominator of our ratio for the velocity of circula- 
tion of goods, actually cause an increase in the velocity of 
circulation of goods to be registered ! 

This, however, is not an accurate account of what may be 
expected to happen to our figure for the velocity of circulation 
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of goods. In the first place, the effect of the removal of the 
middlemen will be to decrease not only the volume of “‘ goods 
intended for sale ’’—i.e., the denominator of our ratio—but 
also the ‘‘ volume of sales ’’—i.e., our numerator. The result, 
therefore, should be to avoid, in large part, even a temporary 
distortion of our figure for the velocity of circulation of goods.“ 

Much more important, however, is recognition of the fact that, 
at its very worst, any distortion of this figure which would result 
would be temporary—in the special sense that the figure for 
the velocity of circulation of goods would ‘very soon register 
precisely what it was expected to register, namely, a decline 
in the number of middlemen’s sales. For the goods which had 
been produced under conditions involving the elimination of 
middlemen would be bound to enter into the figure for ‘* goods 
intended for sale’’ within the period for which ‘“‘ velocity of 
circulation ’’ is being measured, provided only that a proper 
time-interval be taken within which to measure that velocity.*° 
As soon as they do enter, our formula for the “‘ velocity of 
circulation of goods ’’ will register the desiderated decline in 
the ‘‘ number of middlemen’s sales ’’ as accurately as it would 
measure declines in the “‘ rate of sale.’’®® As we have seen, the 


48] have added the qualifying phrase ‘‘in large part ’’ for the simple 
reason that some distortion may enter if we do not take adequate account 
of the fact that the particular goods which are removed from both terms 
of the formula may have had a different ‘‘ rate of turnover ’’ from those 
which remain in the formula. If, for example, the goods which are now 
“‘removed ”? happened previously to have a lower rate of turnover than 
those which remain in the formula, the figure for the ‘‘ velocity of circula- 
tion of goods’? which will be recorded after this removal might easily 
show an increase. This, however, is a type of difficulty which is obviously 
inevitable in any statistical problem involving the use of averages, and 
can be circumvented only by careful interpretation of the results obtained. 

49 The problems involved in the choice of a ‘‘ proper ’’ time interval are, 
of course, not peculiar to the measurement of the ‘‘ velocity of circulation 
of goods.’ It is, as I shall show in my book on The Velocity of Circulation 
of Money, involved in all attempts to measure the velocity of money, as 
well as of goods. 

50 It might be objected that the decline in the number of middlemen’s 
sales thus registered might still not be large enough, for the reason 
that the final sum-total of ‘‘ goods intended for sale’? under an integrated 
form of business organisation would be less than the sum-total of ‘‘ goods 
intended for sale’? under an unintegrated form of business organisation. 
The reason for such an expectation—so it might be argued—would lie in 
the fact that the final figure, under the integrated structure, would count 
only once the goods which, under the unintegrated structure, would have 
“reappeared in different forms ’’ and would, therefore, each time be 
counted as a “ different good.”” To my way of thinking, however, this 
would constitute an advantage for my proposal, rather than a disadvantage. 
For, as I shall argue in the second part of this paper, the only really 
satisfactory way of conceiving of the ‘“‘ number of middlemen’s sales ” is to 
regard a ‘“‘ good”? as the “‘same good” only so long as it remains un- 
changed in form. Now, it is only a change in the form of a good which 
gives rise to the complication discussed in this note. So long as goods 
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alternative formula will not measure the latter type of variation 
with the same accuracy; and so long as this is so, there is an 
argument for preferring ‘‘ goods intended for sale’ to ‘‘ goods 
produced ”’ as the denominator of our fundamental ratio. 

There are, of course, other reasons for arguing that ‘‘ goods 
produced ”’ is too inclusive a term for inclusion in our formula. 
Such, for example, are the arguments which have been based 
upon the fact that the amount of a nation’s production—even 
when by production is meant ‘‘ production for sale ’’—will differ 
from the amount of its goods ‘‘ offered for sale’? within its own- 
borders to the extent that the amount of production for sale 
will have to be cut down by the amount of exports.*! These 
difficulties, it is true, are essentially of a ‘‘ practical’? type— 
in the sense that they can be avoided, if one wishes, by the 
construction of suitable theoretical categories.°? Some might 
argue, on the other hand, that the facts with respect to national 
differences in methods of production and sale, as well as with 
respect to disturbances in international equilibria in production, 
prices, and goods—and capital movements—to say nothing of 
the fact that the scope and content of our statistical data are 
closely determined by the accidents of national frontiers—are 
stubborn facts, which must be taken into account in any attempt 
to explain the facts of economic life as we see them, and as 


remain unchanged in form, the figure for “‘ goods intended for sale ’”’ 
will be the same under an integrated or an unintegrated form of business 
organisation. When goods change their form—so I shall argue in the 
second part of this paper—the process should be regarded as involving 
additions to the quantity of goods. The objection, therefore, that the 
decline registered in our figure for the “velocity of circulation of goods ” 
would be “ too small,” is an unfounded one. What should be said is that 
both the volume of ‘‘ goods intended for sale ”’ and the ‘‘ number of middle- 
men’s sales ’’—properly so called—may have changed. The two phenomena 
are quite different in their nature, and must not be confused, if analytical 
clarity is to be preserved. 

51 See, e.g., in this connection, Dolléans, op. cit., p. 91. The exigencies of 
the situation created by the paucity of available statistical data has, on 
occasion (cf. e.g., von Neumann-Spallert, op. cit., p. 13; W. C. Mitchell, “The 
Quantity Theory of the Value of Money,’ in the Journal of Political 
Economy, Vol. IV (1895), p. 160), suggested the use of figures for exports 
—usually in conjunction with those for imports—as a “symptom,” or an 
“indication ’? of the amount of the ‘‘ goods”? which, properly speaking, 
enter into the equation of exchange. It is important, none the less, to keep 
quite distinct the use of statistics in a way which amounts to nothing more 
than a pis aller, and their use in the way that is dictated by analytical 
clarity as to the precise definition of the variables whose combined action 
will determine the price-level. ‘ : ety 

52It would be possible, for example, to avoid the difficulties introduced 
into the problem of defining the magnitude ‘‘ goods intended for sale” by 
the existence of exports and imports, by carrying on the discussion, as 
does Neisser, op. cit., p. 2 n., on the assumption that we are dealing with 
a national economy which is isolated from the rest of the world (eine 
geschlossene Handelsstaat). 
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they are recorded in the statistical data available for our use. 
I confess to much sympathy with this view ; though, for myself, 
I should prefer to rest the case against the “‘ too great inclusive- 
ness” of the variable ‘‘ goods produced ’’ upon more strictly 
analytical grounds, of the type with which this section has been 
chiefly concerned. 


c 


In what has gone before, I have argued that the term “‘ goods 
produced ”’ is too inclusive to be used as the denominator of 
our ratio measuring the velocity of circulation of goods. 
Paradoxically enough, it is possible to argue for the rejection 
of ‘‘ goods produced ’’ as the denominator in our fundamental . 
ratio on the ground that it is, at the same time, not sufficiently 
inclusive. In the second part of this paper, to be published 
in the next issue of this journal, I shall present the considera- 
tions which would argue for this conclusion. In this second 
instalment, also, I shall deal with a series of problems which 
must be discussed in any serious consideration of the difficulties 
associated with the concept of a ‘‘ velocity of circulation of 
goods.’? Such, for example, are the ‘‘ analytical difficulties ”’ 
to which reference was made on page 449 above. Something will 
be said, also, of the extremely interesting concept of a 
‘“ coefficient of money-transactions,’’ recently developed by 
F. A. Hayek. Something will be said, finally, of the objections 
which might be raised to the practical use of the formula for 
a “‘ velocity of circulation of goods ’’ which is presented in this 
paper, on the possible ground that it might be said to register 
the effect of at least two factors which not only are distinct 
conceptually, but should be measured separately in any attempt 
to record their magnitude statistically. 


[Part II will appear in Economica No, 39, February 1933.—ED. ] 
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Coke and the American Revolution 
By CHARLES F. MuLLETr 


I 


A RECENT writer, commenting on the history of revolutions, 
concludes that each has a natural history which differs but little 
from that of any other ; that each revolutionary movement passes 
through the same stages which carry through to similar con- 
clusions. While such a thesis has pitfalls resultant from 
generalising upon insufficient evidence, it is suggestive for the 
study in hand—an attempt to show the connection between a 
major prophet of the Puritan Revolution in England and the 
apologists of the American Revolution. 

With the unfolding of the seventeenth century there evolved 
in England a state of affairs and a state of mind to which 
American revolutionists could look for precedents. Anyone who 
has examined the pamphlets emanating from the preliminaries 
of the American Revolution must have been impressed by the 
references to revolutionary England. But indeed there is no 
cause for surprise. ‘The similarity in elements was scarcely 
less apparent in 1765 than it is to-day. ‘The political ideas 
of the two revolutions have an essential identity. One conse- 
quence implicit in the realisation of that identity was a steady 
appeal from the new to the old revolutionists. 

The state of mind produced by English conditions, no less 
than the actual chain of events, was of value to Americans. Its 
most prized historians were illustrious lawyers and philosophers 
who did not scruple to build eternal monuments to political 
right and wrong on the shifting sands of party politics. Bacon, 
Coke and Selden, Harrington, Locke and Sidney, are great 
names in the history of law and politics; their reputations need 
not suffer from an admission that they were not wholly dis- 
interested spectators. It was these men and others whose dicta, 
scattered through controversial writings or embedded in weighty 
decisions, clutter up the pages of American pamphlets. Their 
value was greater because the authors were English: to the 
colonial pamphleteer there was absolution in quoting the 
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political saints of England. Of the English authors, none 
occupied a higher place than Sir Edward Coke. 

Other men of the early seventeenth century had eager readers, 
but none had the importance of Coke, and he alone has retained 
a pre-eminent connection with the law and politics of later 
days. Coke’s reputation was even more gilded in the eighteenth 
century when he was the lamp by which young Aladdins of the 
law secured their juristic treasures. Six weeks with him alone 
was sufficient to secure Patrick Henry’s admittance to the 
Virginia bar. Thomas Jefferson, if we may~conclude anything 
from his exasperation, must have spent a much longer time. 
‘© T do wish,’’ he wrote, ‘‘ the Devil had old Coke, for I am sure 
I never was so tired of an old dull scoundrel in my life.’’ But 
in revolutionary days Jefferson was more charitable, preferring 
the whiggish virtues of Coke to the ‘‘ honeyed Mansfieldism ”’ 
of Blackstone. John Adams, whatever he may have called Coke 
in his youth, quoted him steadily in his revolutionary tracts, 
and revered him in his later years as ‘‘ our judicial oracle.” 
Franklin, not so pontifical, recommended a chapter, De Jur. 
Marit. Angl., from the learned Coke, to a friend involved in 
matrimonial difficulties. The situation was not without irony— 
the employment of the ideas of a man who would have cordially 
opposed the whole movement. Later years have brought some 
diminution of the applause. Yet it is not likely that critics 
would deny a great place to Coke in the history of English 
law. His very errors, his ‘‘ uncritical voracity,’’ and his 
inconsistency are as much a part of his influence as his accurate 
and learned judgments. 

With Coke students of English law come for the first time 
face to face with a real personality. Nevertheless, it must be 
confessed that the great common lawyer was scarcely a pleasant 
figure. Grant his powerful intellect and his profound learning, 
we are still very close to the ‘‘ mere lawyer.’ Admit his 
personal integrity, there is still the harsh, vindictive bully. 
Like the ‘‘ Lord High Everything Else ’’ of Gilbert’s Mikado, 
he seems to have been “ born sneering.’’? His jest on Cowell’s 
name—Dr. Cow-heel—is of a piece with his verbal persecution 
of Raleigh, as a “‘ spider of hell,’ a “‘ viper’ with a Spanish 
heart. Coke’s personality, however, was no obstacle to political 
preferment. Under Elizabeth he was successively Solicitor- 
General, Speaker of the Commons, and Attorney-General. In 
1606 he was transferred to the Common Bench, where he reached 
the zenith of his influence. In 1613 Coke was reduced in power 
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by being kicked upstairs to head the Court of King’s Bench. 
Even there he was a nuisance to advocates of the prerogative. 
Dismissed from his judgeship in 1616, he returned to do yeoman 
service as a bulwark of the parliamentary opposition. ‘There 
he closed his career, furnishing through his knowledge of the 
law the form of a constitutional basis for protest. Remembering 
these vicissitudes of Coke’s career it is easier to understand the 
seeming inconsistency of his writings. As a member of the 
Commons he developed one point of view; and as Chief Justice 
he had an entirely different one. In a final analysis, however, 
it may be discovered that Coke was not so inconsistent as some 
modern students have tried to make him.* 


it 
“There be,’’ said Coke, ‘‘ divers lawes within the realm 
of England.’”’ ‘These were lex coronae, lex et consuetudo parlia- 


menti, and lex naturae. Littleton’s proofs and arguments might 
be generally divided into two parts—from the common law and 
from the statutes. The sources of the common law came “‘ from 
20 several fountaines,’’ even a natura et ordine naturae.? Law 
itself was summa ratio; and in one phrase the student is trans- 
ported from problems of seisin to Cicero. Elsewhere he 
elaborated. The reason of the law was the life of the law. When 
a man “‘ findeth the right reason of the law, and bringeth it 
to his natural reason ’’ then he will understand many cases.* 
But what was this ‘‘ law, this perfection of reason,’’ and was 
it fundamental ? 

Coke was not as definitive here as students might wish or 
as scholars have stated. ‘This law which appears so frequently 
in his pages cannot be dogmatically set down as common law, 
for statutes and philosophers flourish in the margins. Further- 
more, it obviously was not natural law, nor was it merely enacted 
law. Since, however, these various ingredients were referred 
to, that law was not fundamental, inclusive as its nature might 


1 See, e.g., R. A. Mackay’s ‘‘ Coke—Parliamentary Sovereignty or the 
Supremacy of the Law,” 22 Michigan Law Review, pp. 215-247, especially 
p. 216; E. S. Corwin, The Doctrine of Judicial Supremacy (Princeton, 1914), 
p. 28; A. F. Pollard, The Evolution of Parliament (2nd ed. London, 1926), 

. 178-179. 

Pr The First Part of the Institutes of the Laws of England, or a Com- 
mentary upon Littleton (Hargrave and Butler ed.), 11a, 11b. See also 344a. 
Laws temporal consist of three parts, the common law, statutes, and “‘ cus- 
toms grounded upon reason.’’ i “4 

3 [bid., 62a, 183b, “ Lex est ratio summa, quae jubet quae utilia et neces- 
saria et contraria prohibet ’”’ (319b). Coke also quoted (395a) with approval, 
“Lex plus laudatur quando ratione probatur.”’ Cf. 284a. 
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be. Hengham’s judgment that one statute may change another 
would generally have received the concurrence of Coke. 

Nevertheless, there were certain statutes of the early period 
to which Coke was very partial. Magna Carta was the fountain 
of the fundamental law of the real—‘‘ it is magnum in parvo 

. a confirmation or restitution of the common law.’’* ‘This 
allegiance was equally evident in the Second Institute, which 
treated the great statutes. Magna Carta was “‘ declaratory of 
the principall grounds of the fundamental Laws of England,” 
and supplied ‘‘ some defects of the Common Law.” If any 
statute were made contrary to it or the charter of the Forest, 
the statute should ‘‘ be holden for none.’? Coke further main- 
tained that by the confirmation of 1297 the charters were taken 
as the common law, and that later the law schools in teaching 
law took them as the foundation of the laws of the realm.” They 
were in truth but a declaration of the ancient common law; and 
common laws were aptly and properly called Leges Angliae. 
Other statutes also assumed fundamental proportions, notably 
Westminster the first and Articuli Cleri. 

That Coke was not always consistent or clear in his interpre- 
tation, however, has never been hidden from his more discerning 
readers. ‘To him a statute of Henry VII was an ancient and 
fundamental law.° Consequently there is danger in interpreting 
Coke’s ‘‘ fundamental ”’ too literally. Furthermore, we may 
ask, if Magna Carta was fundamental and all acts contrary 
to it were ipso facto void, why were repeated confirmations 
necessary? More particularly, if the act of 15 Edward II was 
against Magna Carta, why was it necessary to say as Coke did 
that it was repealed by the act of 42 Edward III? One would 
be interested in discovering the exact status of that particular 
act between 1322 and 1368." Although Coke resembled the 
earlier common lawyers who looked+ upon Magna Carta as a 
statute, he apparently was far removed from the view that one 
statute can change another, when he considered Magna Carta. 


4 The First Part of the Institutes of the Laws of England, or a Commentary 
upon Littleton (Hargrave and Butler ed.), 81a. 

° The Second Part of the Institutes of the Laws of England (London, 
1642), Proeme, p. 2. 

®Ibid., p. 51. In the third Institute he wrote: ‘In the second part of 
the Institute we have spoken only of Acts of Parliament, of Magna Carta, 
and many ancient and other Acts of Parliament . . . , which of them are 
declaratory of the ancient laws of this realm, which are introductory and 
new, and which mixt.”? The law of treasons (25 Ed. III) he held a “ mixt ” 
law. The Third Part of the Laws of England (London, 1648), Proeme, PP. 4, 32. 

7 Cf. Edward Jenks, ‘“‘ The Myth of Magna Carta,” Independent Review, 
IV, p. 271, and T. F. T. Plucknett, Statutes and their Interpretation in the 
First Half of the Fourteenth Century (Cambridge, 1922), p. 29. 
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The third Institute introduces a different kind of fundamental 
law. Here Coke was commenting upon matters of an ethical 
nature. The law against murder was grounded upon the law 
of God, as also was the law concerning Deodands.* Praemunire, 
on the other hand, was against the ancient law of the realm.° 
Finally, the keeping of brothels was ‘‘ against the law of God, 
on which the common law of England in that case is 
grounded.’’*® Coke then not only accepted the jurisprudential 
validity of the law of God, he also aligned the common law 
of England with that law, an alliance made more frequently 
and vociferously by the American colonists. 

In the fourth Institute exists another possible interpretation 
of Coke’s theories, which has seldom received adequate atten- 
tion. If Coke was a lawyer, and he was much more a lawyer 
than a judge, he was also a politician. In taking the Institutes 
in turn we have been able to see a fairly consistent point of 
view maintained during the years of his pleading and deciding. 
The conclusion would be that Coke seemed to believe in a law 
above Parliament, which was of two sorts, common law and 
the law of God. It could further be maintained that to him 
certain statutes were part of the common law and that acts 
of Parliament contrary either to those statutes or to the common 
law were void. ‘This interpretation, however, cannot stand 
unquestioned. The final Jnstitute, written when Coke had 
become a parliamentarian, presented the view of parliamentary 
supremacy more directly than his earlier Institutes had advo- 
cated the doctrine of a law above Parliament. The Reports 
tended to sustain directly or indirectly the fourth Institute. 
He seemed to realise as Holdsworth says that the powers of 


Parliament were ‘‘ the main security for the supremacy of the 


law 2911 


That this Institute was expressive of contraries is quickly 
apparent. Dangerous inconveniences, Coke said, were bound 
to follow the altering of the fundamental law.’* Although this 
mild warning is no basis for generalities, his further statement 


8 3 Inst., pp. 50-51, 57. A Deodand was a personal chattel immediately 
responsible for the death of a person and thereby forfeited to the crown for 
pious purposes. They were abolished in 1846. — 

8 [bid. PD. 4223 10 Tbid., p. 205. 

11 W. S. Holdsworth, History of English Law (new ed.), IV, pp. 189, 284, 
Cf. Pollard’s review of Holdsworth, History, XI, p. 253. 

12 The Fourth Part of the Institutes of the Laws of England (London, 
1648), p. 41. This statement might be construed as an indication that Coke 
believed it legally possible to change the fundamental law. In 4 Reports, 
p. v, he tells us again that the laws of England consist of three parts and 
. that the alteration of any of them is most dangerous. 
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that all statutes against Magna Carta or the Carta de Foresta 
are repealed was of a piece with the doctrines of the second 
Institute. Agreement with this pronouncement is likewise found 
in the judgment that an act of Parliament against any of the 
articles of the Carta de Foresta was void, and should be holden 
for none.’® 

Notwithstanding this explicit support of fundamental law, 
in these instances, fundamental statutes, Coke gave simultaneous 
evidence of a conflicting allegiance. This testimony, since it 
postulated the supremacy of the High Court of Parliament, is 
less inconsistent than might at first glance be supposed. ‘‘ Of 
Acts of Parliament,’’ he said, ‘‘ some be introductory of a new 
law, and some be declaratory of the ancient law.’’ But if this 
new law made by Parliament came into conflict with the received 
common law, what resulted? ‘There was an answer: ‘‘ Of the 
power and jurisdiction of the Parliament ... it is so tran- 
scendant and absolute, as it cannot be confined.’’ Coke then 
went on to furnish examples wherein Parliament had amended 
and changed the common law.’* Remembering, furthermore, 
his acceptance of Magna Carta as a statute, how shall we 
reconcile his belief in its supremacy with his further dictum 
that no Parliament can restrain a subsequent Parliament ?** 
A dogmatic answer is hardly feasible, but consideration of the 
Reports may help to throw some light on this rather perplexing 
problem of a lawyer’s psychology. 

Of the cases collected two alone have real significance for the 
question of fundamental law. The first, Calvin’s Case, was 
used by colonial apologists more than any other. ‘The reasons 
are not hard to discover. In this case Coke said more about 
natural law than in the whole remaining body of his writings. 
Although he had elsewhere admitted the existence of this law, 
he gave it little attention in his reasoning. Furthermore, the 
case treated a problem, that of allegiance, which brought its 
arguments home to the colonists. Whether the matter or the 
reasoning in the case furnished the value, it is not easy to say. 
Considerable importance must be attached to the latter; and it 
is here in part that Coke’s defence of the common law over 


184 Imst., PD. 52, 300. 

144 Inst., pp. 36 ff. Cf. McIlwain, The High Court of Parliament (New 
Haven, 1910), pp. 140 ff., who argues that these words should not be taken 
to mean that Coke believed in the unlimited legislative power of Parlia- 
ment. To admit, however, that Coke thought of Parliament as the highest 
court need not carry therewith a denial that he believed it capable of over- 
riding the common law. 

to A Tasty, Dp. 43. (Chara wisi p.ptse 
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parliamentary statute was weakest. If common law were so 
powerful, why in a case of public law was it necessary to depend 
on metaphysics? ‘The second case, that of Dr. Bonham, has 
more than any other been used to show Coke’s allegiance to the 
common law. Other cases might sustain or qualify the positions 
here assumed, but they contained no such clear-cut statements. 
A sole exception might be found in the dramatic passage of 
arms with the king, retailed in the twelfth Report. 

Among the propositions that were considered in Calvin’s Case, 
Coke enumerated four of surpassing importance : 


“That ligeance or obedience of the subject to the Sovereign 
is due by the law of nature; That this law of nature is part of 
the laws of England; That the law of nature was before any 
judicial or municipal law in the world ; That the law of nature 
is immutable, and cannot be changed.’’?® 


What was this law of nature? It was that which ‘‘ God at the 
time of creation of the nature of man infused into his heart, for 
his preservation and direction ; and this is lex aeterna, the moral 
law, called also the law of nature.’’ And, he continued, “‘ the 
reason hereof is, for that God and nature is one to all.’”’? By 
it was obedience due the sovereign. Its great age and dominion 
were attested by Virgil and Fortescue. Aristotle had said “‘ that 
magistracy is of nature’’; for whatever was necessary to the 
preservation of society was due by the law of nature. Seeing 
that obedience was due by the law of nature, it followed that 
““the same cannot be changed or taken away.’ Jura naturalia 
sunt immutabilia. This law penetrated where the municipal law 
could not. A man outlawed was without benefit of the latter, but 
he might still claim protection under the law of nature. Its 
further universality was proved by the fact that if a Christian 
king conquered an infidel kingdom, the old laws were void since 
they were against God and nature. But what was this argument 
used to justify? Of what significance was the postulate of a law 
of nature, unchangeable and supreme? 

Its main importance revolved around the duty of the subject 
to his sovereign. This ligeance was due primarily to the king, 
in his natural capacity. Therefore, whoever was born without 
the realm of England but within the king’s ligeance owed alle- 
giance to the king, but not to England."’ Consequently by the 
law of nature non-English subjects of the king were beyond the 
power of Parliament. Ireland was a distinct dominion, separate 


16 7 Reports, 4b and ff. 17 Ibid., 10a, 2b. 
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from England. ‘“ Hibernia habet Parliamentum, et faciunt 
leges, et nostra statuta non ligant eos, quia non mittunt milites 
ad Parliamentum sed personae eorum sunt subjecti Regis, sicut 
inhabitantes in Calesia, Gasconia, et Guyan.’’** ‘The Channel 
Islands also were outside the realm of England. Even the Isle 
of Man must be specifically named before an act of Parliament 
could extend over it.- The same obligation held for Ireland.”® 
These things being true by natural law, and being sanctioned by 
the great oracle of the common law, it is no wonder that Calvin’s 
Case frequently found its way into the footnotes of colonial 
pamphlets, especially since Coke further held that post-nati were 
not bound by English laws, either statute or common.” 

Having witnessed Coke’s dependence on natural law where 
he found no positive law to guide him, it is of value to revert 
to a case where he seemed to subordinate statute to common law. 
Before reviewing the dictum in Bonham’s Case we may recall 
a negative distinction made by Coke between common and 
statute law. When an act, he said, is against common law it is 
malum in se; where it is against some statute it is malum prohi- 
bitum.** Obviously the latter is the lesser sin. In Bonham’s 
Case he held that in many cases the common law will control 
acts of Parliament 


‘and sometimes adjudge them utterly void; for when an act 
of Parliament is against common right and reason, or repug- 
nant, or impossible to be performed, the common law will con- 


trol it, and adjudge such act to be void; . . . for some statutes 
are made against law and right, which those who made them 
perceiving, would not put them into effect . . . and because 


it would be against common right and reason, the common law 
adjudged the said act of Parliament as to that point void.’’” 


That Coke had precedents for this*view was evidenced by his 
citations. In Tregor’s Case Herle was supposed to have held 
that some statutes were made against law and right, which when 
those who made them perceived it, would not be put into execu- 


18 Reports, 17b, 22b. 

19 Tbid., 21a-22b; 4 Inst., p. 284. Cf. a memorandum of the Privy Council 
of August gth, 1722, which held that when a new country is settled by the 
English they carry their law with them, so that the country is bound by the 
laws of England. After settlement, however, acts of Parliament made with- 


out naming the foreign plantations will not bind them. 
20 Tbid., 26a. 


2ETALINSE. pan Ose 


22 8 Reports, 118a. Italics mine. Coke’s common right and reason appear 
closer to the law of nature than the common law. 
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tion.** A statute of Edward III, disobeyed because it was against 
common right and reason, was therefore adjudged void by the 
common law.** ‘These instances of making common law abso- 
lutely synonymous with common right, however, were to all 
intents the exceptions. Yet Coke in claiming for the common 
law reasonable and ethical attributes was not unique in the 
seventeenth century. Justice Hobart adhered to such a practice, 
and the Speaker of the Commons in 1604 became well-nigh 
Ciceronian in describing the common law as a compound of the 
law of God, the law of reason, and the law of nature. 

In most of his decisions Coke viewed the common law in 
a prosaic light. It was the ancient law of the realm which had 
been confirmed by thirty parliaments. Elsewhere he quoted 
Fitzherbert’s Natura Brevium. ‘‘ There are divers rules and 
fundamentals in the knowledge of the common law ’’ which man 
ought to understand since upon them the very foundation of the 
law depends.** Yet there were occasions when Coke went beyond 
the inclusion of private law and of custom. Statements such 
as the ‘‘ rule of law and reason ’”’ and “ the law of God saith ’’ 
frequently dot his pages. The Ipswich Tailor’s Case devoted 
attention to the moral aspect of the common law. It abhorred 
idleness and monopolies, therefore they were against the com- 
mon law. Furthermore, ‘‘ the law is reason and equity ”’ and 
will therefore never make any construction against equity and 
right, for had not Bracton said, Nihil tam conveniens est natu- 
rali aequitate.** In discoursing on the High Commission Coke 
felt that law and reason must be joined ; if the Commission were 
against law and reason then its members ought not to sit.”’ 
Since the common law had so much reason, Coke tended to 
distinguish it from the statute law, putting the latter in this 
connection on a decidedly lower plane.” 

Having discussed so extensively the attributes of the common 
law one wonders what Coke had to offer concerning the relation 
of that law to the sovereign. According to the fundamental laws 
of the realm, the monarch held his kingdom immediately of 
God; at the same time the king was under these very laws. 

23 Year Book, 8 Ed. III, 30. For an excellent discussion of the precedents 
for Coke’s judgment see T. F. T. Plucknett, “ Bonham’s Case and Judicial 
Review,” 40 Harvard Law Review, pp. 30-70, who concludes that the prece- 
dents were none too good. 

24 Fitzherbert, Abridged, Cessavit, p. 42. 


258 Reports, 48b. ‘ 

26 yr Kiports, reat 86a, 72b. See also 4 Inst., p. 71. An act of Parliament 
against natural equity is void. 

27 12 Reports, pp. 312, 316. 

28 3 Reports, 28b, 78a. 
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As he told James I, ‘‘ Bracton saith, guod Rex debet esse sub 
homine, sed sub Deo et lege.’’ Bracton also said, in words which 
Coke approved, lex facit regem. Was the king also under 
statute law? Coke did not say specifically, but he did grant 
that Parliament was supreme over those attributes which were 
not solely and inseparately attached to the king’s person.” 

The task of drawing conclusions from this welter of erudition 
is not an easy one. Here better than anywhere else one realises 
the truth of Trevelyan’s apothegm, ‘“‘ you cannot cross-examine 
a book ’’—a lawyer’s book least of all. Coke was always the 
advocate. In his writings the supremacy of the law and that of 
Parliament stand side by side. His pluralism, if such it was, 
would hardly survive a practical test. The most learned student 
of English law, however, has seen in Coke’s position no great 
inconsistency. While admitting that ‘‘ Coke’s writings pre- 
served for England the medieval idea of the supremacy of the 
law at a time when political speculation was tending in the direc- 
tion of the supremacy of a sovereign body or person who was 
above the law,’’ Holdsworth reconciles that stand with a recog- 
nition of parliamentary supremacy.*® During the fourteenth 
and fifteenth centuries there had developed the idea of the 
supremacy of a law not immutable, but a law which Parliament 
could change. Coke, with his profound belief in the High Court 
of Parliament, accepted that view. 

Coke’s writings, though no swan-song, were the greatest and 
last universal collection of the common law. ‘‘ They made it 
easier for the common law to fill the great position which it 
acquired as a result of the constitutional conflicts of the seven- 
teenth century.’’** The restatement of the common law by Coke 
made easier the adaptation of medizval common law to the 
needs of the modern state, and at the same time aided the coming 
of parliamentary supremacy. According to Bacon, if it had not 
been for Coke’s Reports, ‘‘ the law by this time had been like 
a ship without ballast.’? Yet it is scarcely too much to say that 
with Coke died the idea of the sovereignty of the law. Ambitious 
to be a grand arbitrator between king and people, seemingly 
hopeful of making the law sovereign over both king and Parlia- 


29 12 Reports, pp. 216, 282: 4 Reports, p. xix; 5 Reports, 3o0b. 

30 W. S. Holdsworth, ‘“‘ The Influence of Coke on the Development of 
English Law,” in Essays in Legal History (ed. Vinogradoff), p. 308. 

81 Ibid., p. 309. See also Holdsworth, Sources and Literature of English 
Law (London, 1925), pp. 44, 140. Anyone desiring a thorough appreciation 
of Coke’s place in the history of English law and politics must look to the 
same peng masterly History of English Law, Vol. V (Boston, 1924), 
PP. 423 ff. 
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ment, he succeeded in giving illogical expression and incon- 
sistent practice to a theory which was finding but little favour 
in the eyes of numerous husbands of “ Our Lady the Common 
Law ”’ or of parliamentary statesmen. 


III 


Our chief concern, however, is not the conclusions of modern 
scholarship in regard to Coke’s legal ideas, but how those 
ideas contributed to revolutionary tracts. It has been necessary 
to outline Coke’s point of view in order to show to what extent 
the American colonists were justified in claiming Coke as a 
father of their revolution. The most that can be allowed on their 
behalf is that they were depending on a very equivocal person. 
If Holdsworth’s conclusion be accepted, on the other hand, we 
must admit that the colonists had been safer not to mention 
Coke at all, since he could easily be used by their opponents. 
This is not to deny, however, that there were many phrases in 
Coke which could be freely excerpted in defence of the colonies. 
There were even long stretches in his pronouncements that 
applied without any equivocation; other sentiments and argu- 
ments could be forgotten. Nevertheless, it is important to 
remember that as the colonists were legally wrong in denying 
that Parliament had the right to legislate for them, so in 
appealing to Coke for arguments in their defence, they appealed 
to a man who had in various places admitted to Parliament a 
complete and transcendent power. The colonists were shrewdest 
when, in using Coke, Locke, or others, they fell back upon 
that law which stood above and beyond all other law, and which 
had for its common denominator the right of a people to govern 
themselves. 

There is little evidence that colonial students of Coke thought 
him inconsistent, although they did not always agree with him. 
For practical purposes he was the prophet of a fundamental com- 
mon law. It should be remembered, however, that after 1770 
his influence was distinctly secondary. In the first place, 
popular theorists and publicists were by that time dominating 
the propaganda scene; secondly, more easily digested legal 
treatises, such as Blackstone’s, were now available ; and, finally, 
common law was giving way to natural law as a popular founda- 
tion for colonial claims. But be that as may be, Coke continued 
as the chief guide of the older lawyers, and his thought was the 
very fibre of their controversial tracts down to the outbreak of 
war. His contributions can be summarised briefly. Suffice it to 
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say that the colonial pamphleteers, whether they sought relief 
from immediate burdens or argued in terms of a reorganised 
empire which endowed the colonists with either home rule or 
practical independence, found in Coke unqualified allegiance to 
the idea of a fundamental law controlling acts of Parliament. 
They made him responsible for the creed that this law guaran- 
teed such rights as ‘‘ no taxation without representation ’’ and 
trial by jury. They were able to find in his opposition to the 
High Commission precedent for opposing Admiralty Courts. 
Finally, they made him the author of profeundly metaphysical 
generalisations relative to natural rights and equity. By con- 
trast, they rarely referred to the subject-matter of his cases. 

From the seventeenth century he was the guide and referee 
both of assemblies and individuals. Perhaps the earliest colonial 
pamphleteer to use him as an authority on behalf of the colonies 
was Jeremiah Dummer, whose tract, written in 1721, was highly 
regarded on the eve of the war. Dummer appealed to Coke as 
one who had exalted the common law over the Admiralty Courts 
which would rob the colonists of their rights as Englishmen, 
a matter altogether pertinent in the revolutionary period.*” 

Yet it was among the actual participants in the propaganda 
war, of whom a few typical figures are here discussed, that Coke 
had his widest appeal. Samuel Adams, who lost his desire to be 
a lawyer after a brief experience with the Institutes, found in 
Coke an irreproachable authority for questioning parliamentary 
supremacy with especial reference to taxation. The famous 
dictum that Parliament could not tax the Irish quia milites ad 
Parliamentum non mittunt was applied to America. Likewise 
Coke’s eulogy of Magna Carta as declaratory of the fundamental 
laws and liberties was interpreted to mean that an act of Parlia- 
ment contrary to it was void whether Coke had “ expressly 
asserted it or not.”’ Finally, Adams found in Coke proof that 
colonies ought not to be tyrannically’ ruled.** 

The opinions of Otis were similar, although he read Coke with 
greater care. After quoting the welcome statement that colonies 
are not bound by Parliament because they have no representa- 
tives, he maintained that Coke nowhere asserted that the 
“‘ House of Commons in fact represent the provincials of Ireland 

32 4 Defence of the New England Charters, pp. 64-65. Dummer also found 


in Coke a defence of the integrity of corporations, a line of argument which 
the colonists never fully appreciated. 

83 The Writings of Samuel Adams (Cushing ed.), Vol. I, pp. 157-158; Vol. 
II, pp. 324 ff. (Coke, of course, did ‘‘ expressly ”’ say so. Adams also made 
Coke say that Magna Carta was but a declaration of natural rights.) Vol. II, 
P- 437- 
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and other dominions out of the realm.’’** In conclusion it may 
be noted that Otis accepted the doctrine of a fundamental 
common law, and showed that he had read his master not wisely 
but too well by repeating the same inconsistencies, and attribut- 
Ing sovereignty variously to the common law and to Parlia- 
ment.** 

John Adams was more single-minded in his reading of Coke, 
and although he tended to shift his dependence to the philoso- 
phers as the struggle grew hotter, he had great respect for 
Coke. From him Adams gained the belief that common law was 
common right, and the subject’s best birthright, and without it 
there was no right. ‘The law, he further argued, provided a 
remedy for every wrong and delighted in so doing. Particularly 
was the common law a defence against the Stamp Act, for Coke 
himself had once held that acts of Parliament that were un- 
reasonable should be judged void. Yet Adams did not always 
accept Coke uncritically. In the Novanglus Letters, where he 
made his greatest contribution to revolutionary thinking, Adams 
differed extensively with the ‘“‘ sage.’”? Here, using Calvin’s 
Case as a source of argument, he ventured to describe the state- 
ment that laws did not bind Ireland unless she was specifically 
named as “ wholly arbitrary and groundless,’’ unless Ireland 
was a conquered country or had consented to be bound. In 
neither instance did he see any analogy to America.** At the 
same time he was able to find in Coke’s view that allegiance 
was due the king in his natural capacity, justification for his 
own belief in an empire bound together only by the king. 

It remains to notice the influence of Coke on other important 
pamphleteers. John Dickinson, who ultimately became a home 
ruler, found in Coke, among the usual doctrines, justification 
for the theory that subjects ought not to have to contribute to 
wars outside the realm. Richard Bland, another home ruler, 
invoked Coke in defence of two major colonial claims, namely 


34 Vindication of the British Colonies (1765), pp. 18, 23. Otis also extended 
into a universal principle Coke’s view that an act to bind the Isle of Man 
must name it. } 

35 Rights of the Colonies (1764), PP. 17, 72, 735 Brief Remarks on the 
Defence of the Halifax Libel (1756), p. 19. Cf. my introduction to Some 
Political Writings of James Otis (University of Missouri Studies, Vol. IV, 
Nos. 3 and 4). 

36 The see of John Adams, Vol. II, pp. 158-1595 Vol. IV, p. 163. He also 
disagreed with Coke’s statements in regard to Wales. Charles Garth, agent 
of the Maryland Colony, made a similar criticism, commenting in 1766 on the 
contradiction in Coke of denying, ‘‘ the Power of Parliament to lay Taxes 
upon the People of Ireland, for Want of Representation therein, and in almost 
the same Breath ” asserting ‘‘ the legislative Authority of Parliament to 
bind the Subjects and Inhabitants of that Island.” (Maryland Historical 


Magazine, Vol. VI, p. 301.) 
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the power of the charters and the right of a freeholder to vote 
in the election of the representatives who made his laws. Coke’s 
judgment that no freeman should be taxed but by his own 
consent was used as a text by Arthur Lee.** To William Henry 
Drayton of South Carolina, Coke was adequate authority for 
endowing Americans with all the rights defined in the great 
constitutional documents from Magna Carta to the Act of 
Settlement, since these were no more than declaratory of the 
principal rights and fundamental laws of Englishmen. Logically 
from this Drayton could maintain colonial«rights of self-taxa- 
tion, trial by jury, and such other personal rights as he chose 
to include. Charles Carroll found substantially the same 
guidance when he protested against executive taxation and other 
infringements of colonial rights.** 

Lastly we turn to James Wilson, the most exhaustive colonial 
student of Coke, and to all intents possessed of the best legal 
mind in America. From Calvin’s Case Wilson derived the 
blanket defence of colonial claims, namely, that the colonies were 
not bound by English statutes. Furthermore, having shown 
from Coke how well off legally Ireland was, he went on to point 
out that America was considerably better off by virtue of the 
fact that many marks of subordination for Ireland did not exist 
for the colonies.*® Wilson’s application of this conclusion was 
that of John Adams, the conception of an empire in which the 
king was the only bond of union. Yet when he wanted to prove 
such a revolutionary point, Wilson shelved his Coke and quoted 
less equivocal sources. 

It is not necessary to go farther with this brief summary of 
the fundamental ideas which leading revolutionary apologists 
discovered in Coke. Other men, to be sure, used him, but their 
conclusions varied not at all from these treated. If certain great 
names are missing, it is only because no appreciable portion of 
their propaganda was derived directly from Coke. They un- 

37 John Dickinson, Essay on the Constitutional Power of Great Britain. over 
the Colonies in America (1774), pp. 115-16; see also the Farmer’s Letters, 
No. 5. Richard Bland, The Colonel Dismounted (1763), reprinted in William 
and Mary Quarterly, Vol. XIX, pp. 36-37; Inquiry into the Rights of the 
British Colonies (1766), p. 8. Arthur Lee, An Appeal to the Justice and 
Interests of the People of Great Britain in the present disputes with America 
(London, 1774), title page and p. 25. 

88 For Drayton see R. W. Gibbes, Documentary History of the American 
Revolution (New York, 1855), pp. 16-18. For Carroll see Correspondence of 
“ First Citizen ’’ and “ Antilon ’’ (Baltimore, 1902), by Elihu S. Riley. ‘‘ First 
Citizen ’? was Carroll, and ‘‘ Antilon ’? was Daniel Dulany. 

39 J. D. Andrews, The Works of James Wilson (Chicago, 1896), Vol. II, 
Pp. 527 ff. See especially Considerations on the Nature and Extent of the 


Legislative Authority of the British Parliament (probably written in 1770, 
published in 1774). 
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doubtedly studied him, but after all they must have been fully 
aware of his essential conservatism. It is not only that Coke 
was a two-edged sword, for so was Locke, but rather that in the 
last analysis he was on the side of law and order, and rights 
were for him less desirable than the maintenance of the status 
quo. He believed in rights circumscribed by law, and 
‘““ Obedience to the law is liberty ”’ is a phrase that he would 
have construed very strictly. Believing in the ‘‘ Rule of Law,” 
he set his face resolutely against anarchy, whether that of a king 
or of a group. 

There is, however, another aspect of Coke’s influence to be 
noted. His learning, antiquarian to the core, opened up vistas 
and past crises as history scarcely could. ‘‘ The great dog- 
matist ’’ saw but one angle, and that was pregnant with possi- 
bilities. The fact that, as Maitland put it, ‘‘ when he was on 
unfamiliar ground, Sir Edward Coke was, of all mankind, the 
most credulous ’’; that ‘‘ there was no fable, no forgery, that 
he would not endorse; and a good many medieval legends and 
medizeval lies passed into currency with his name upon their 
backs,’’ did not detract from his influence in America. His 
colonial readers were not after historical facts, they were after 
historical notions, and notions made respectable by great names. 
The chief of these was liberty, and to that end they read history, 
law, philosophy, and theology. In Coke’s writings they found 
all those branches of learning to hand under the seal of an 
advocate of the ‘‘ Rule of Law.’’ If, in the final analysis, he 
proved somewhat inadequate, it should not be thought that he 
had no place in laying the foundations upon which Locke, 
Sidney, and others could rear an edifice wherein the lovely hues 
and plastic qualities of the rights of man had superseded the 
rather drab and turgid rights of Englishmen.*° 


40 B®. S. Corwin, “‘ The ‘ Higher Law’ Background of American Constitu- 
tional Law,” 42 Harvard Law Review, p. 400, sees in the Massachusetts Circu- 
lar Letter of 1768 the perfected blend of Coke and Locke. See Ibid., pp. 360 ff., 
for an appreciation of Coke’s connection with American constitutional thought. 
Mr. C. B. Warren has, from another angle, touched upon the place of Coke in 
the education of colonial lawyers in his History of the American Bar, Chapters 


II-IX, passim. 
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Senior on Money 


The Transmission of the Precious Metals from Country to 
Country and The Mercantile Theory of Wealth. The 
Value of Money. By Nassau W. SENIOR. (1828) 1931. 
London School of Economics. Pp. 96. 5s. 

The Cost of Obtaining Money and Some Effects of Private and 
Government Paper Money. By Nassau W. SENIOR. (1830) 
1931. London School of Economics. Pp. 103. 5s. 
(Scarce Tracts in Economic and Political Science, Nos. 3-5.) 


Students of Economics at all stages will welcome these reprints 
of Senior’s famous lectures. 

Each volume comprises three lectures, the first set having 
been delivered in 1827 and the other two sets in 1829. ‘The 
topics covered are the international distribution of the precious 
metals and international price equilibrium under a metallic 
standard (1st and 3rd sets), free trade v. protection (1st set), the 
value of money in the countries producing the precious metals 
(2nd set), and the history of inconvertible currencies (3rd set). 

It will be noticed that the international relationships in 
money, trade and prices are dealt with in the first and last sets, 
whilst the second set is mainly, although not exclusively, 
concerned with the value of money as an internal problem. 
This arrangement was doubtless justified by practical considera- 
tions, but it is the second set, on the value of money, which 
provides the logical starting-point of Senior’s system. Money 
for Senior meant essentially gold or silver standard money, and 
as there was a presumption in Senior’s mind that the value 
of gold and silver depended on their cost of production, it 
would be natural to begin the inquiry by asking how the value 
of money is determined in the countries producing the precious 
metals, and then to consider the relation of gold or silver prices 
between these countries and the non-producing countries. 

I shall accordingly refer to the lectures on the value of money 
first. Senior opens with a criticism of the quantity theory 
approach to the problem as exemplified by a quotation from 
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James Mill’s Elements. He asks, as other economists have 
asked since, why the value of money should be explained by 
a theory different from that applied to the case of other com- 
modities. On the one side we have the cost of production 
of the metals, here expressed as the cost of mining in labour 
plus normal profits on the wages advanced. If the mining costs 
were constant whatever the amount mined, these costs alone 
would determine the value of the money coined from the metal. 
An ounce of silver costing so much labour to mine would 
purchase as money the products of a like quantity of labour 
in any form, assuming wages to be advanced for the same 
period in mining and other employments. But in fact the cost 
of mining varies with the scale of output, and thus, on the other 
side, the demand for the precious metals as a determinant of 
output must be considered. In an extraordinarily interesting 
passage Senior shows that the aggregate demand for money 
in a community depends on the number of persons (or heads 
of households), the value of their incomes, and the proportion 
of their income which they hold on the average in money. From 
this point one might expect Senior to proceed to develop the 
conception of the demand for money holdings in the manner 
made familiar by Professor Cannan, to combine with this the 
demand for plate, etc., and so to reach a schedule of the 
aggregate demand for gold or silver. But here he becomes 
conscious of a difficulty. ‘‘ But the utility of any given amount 
of money is in exact proportion to its cost of production. If 
it were to fall to one-twentieth, just twenty times as much 
money as before would be required for every purchase. If it 
were twenty times as difficult to procure a given quantity, that 
quantity would perform all the functions of money just as well 
as twenty times the quantity did before. In the first case, 
sovereigns would be used as shillings, in the second case 
shillings as sovereigns. It appears, therefore, that it is the 
cost of producing money which determines the demand for it, 
rather than the demand for it which decides to what extent 
the production shall be carried’? (p. 36). To escape this 
difficulty, Senior seeks to show that the regulating demand is 
the demand for the precious metals in their commodity uses. 
The argument proceeds through a series of ingenious arith- 
metical examples. ‘These display most instructively the way 
in which the equilibrium between the cost of producing gold 
or silver and the demand for these metals as commodities and 
as money is affected by various changes on one side or the other. 
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But they do not in the least tend to show that the monetary 
demand is less influential in determining the value of the metals 
than the commodity demand. What has happened to the argu- 
ment? It will be noticed, I think, that the difficulty stated in 
the quotation above is almost identical with the difficulty which 
is commonly held to justify the distinctive treatment given 
to the value of money in the quantity theory—the difficulty, 
namely, that the utility of money entirely depends on its 
exchange value. Recognising this difficulty, Senior finds the 
original course of his argument blocked; and after an unsuc- 
cessful attempt to evade the obstacle, he is led back to a position 
very close to that which he set out to oppose. In the end his 
treatment of the problem only differs from that given by any 
reasonable version of the quantity theory, in that he represents 
the connection between the value of money and the cost of 
mining as being direct and immediate, instead of being indirect 
and the result of changes in the supply of money. On this 
point, it can hardly be held that Senior’s position is the better 
one. 

Suggestive as this volume is, Senior’s most important 
contributions in this field are to be found in the lectures dealing 
with international monetary relations. In the first lecture on 
the Transmission of the Precious Metals from Country to 
Country, he is concerned to demonstrate, as Hume and others 
had done before, that a country will not go on losing or gaining 
bullion indefinitely to the gain or loss of its neighbours, 
because the transference of the bullion will of itself induce 
price changes which will correct the balance of trade. Apart 
from the flow of bullion from the mining countries to the others, 
even a limited transference of specie will only be permanent 
“in the case of a nation in which the stock of money has 
become larger or smaller than is requisite to enable her 
prices to bear their natural proportion to those of the rest 
of the commercial world ’’ (p. 18). As an instance of the way 
in which such a case may arise, Senior refers to the changes 
which may occur in the volume of “‘ paper credit ’’ and the 
remainder of this first lecture is occupied with this topic. It 
need hardly be said that Senior’s attitude towards paper credit 
is entirely different from that of Hume. More remarkable 
perhaps is Senior’s testimony to the contemporary development 
of credit means of payment other than bank notes. ‘‘ The 
issuing of notes, however, is not the principal means by which 
bankers facilitate the transfer of credit. As soon as the use 


1932 | BOOK REVIEWS 475 


of promissory notes and bills of exchange, or as they are usually 
termed, of paper credit, has become familiar, every individual, 
who deals much in money, finds it convenient to keep an account 
with a banker, and to make his payments by drafts or cheques, 
that is by written directions to his banker to make the payment. 
If the receiver of the draft makes use of the same banker, he 
places it in his hands, and the draft is satisfied, without any 
intervention of money, by a transfer in the banker’s books. If 
he employs a different banker, the draft is still probably 
satisfied without the intervention of money, by periodical 
meetings of the different bankers, who, having each many drafts 
to receive and pay, set them off against one another, and pay 
only the balance. It is calculated that payments are made at 
the clearing house in Lombard Street, to the amount of 
44,500,000 sterling every day, and on some days to the amount 
of £13,000,000’”’ (pp. 21-7). This passage should be particu- 
larly noticed by those text-book writers who persist in asserting 
that the use of cheques in this country is the result of the Act 
of 1844. 

But so far we have had no explanation of what is meant by 
*‘the natural proportion ’’ which the prices of one country 
should bear to ‘“‘ those of the rest of the commercial world.’’ 
The remaining two lectures in this first volume (on the 
Mercantile Theory of Wealth) provide what must surely be 
the best brief reply to the stock protectionist arguments that 
has ever been written, but they deal mainly with the non- 
monetary aspects of the matter and only contain one reference 
to the particular question we are now considering. Here it is 
suggested that relatively high wages in one country are simply 
the inevitable result of a high degree of competitive power in 
the world’s markets, but the point is left for later development 
(pp. 75-6). ; 

The completion of the theory is found in the lecture on 
The Cost of Obtaining Money in the third set. The title may 
not at once convey that the subject to be dealt with is the 
relative level of money incomes in different countries, but it 
serves to link up Senior’s ideas on this subject with those which 
he had already presented in the lectures on the Value of Money. 
A country which does not itself produce the precious metals 
obtains its supply of them through the sale of its exports. 
“The mine worked by England is the general market of the 
world; the miners are those who produce those commodities by 
the exportation of which the precious metals are obtained, and 
the amount of the precious metals, which by a given exertion 
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of labour, and advance of capital, they can obtain, must afford 
the scale by which the remuneration of all other producers is 
calculated’ (p. 15)... ‘‘it follows that the amount of the 
income in money of each individual depends on the prosperity 
of our foreign commerce ”’ (p. 16). In this lecture no attempt 
is made to analyse the various factors which affect the “‘ pros- 
perity of our foreign commerce,’’ and the only one expressly 
mentioned is a change in the real efficiency of the export 
industries (assumed to affect their prosperity in the same 
direction). But reference to the other factors’can be found else- 
where, particularly in the exceptionally discriminating account 
of the Restriction Period. (In the first of the lectures on Paper 
Money, following next in this third volume.) 

To establish clearly the connection between the relative 
efficiency (measured in international values) of a country’s 
resources in producing for the world market, on the one hand, 
and the relative scale of its money incomes, on the other hand, 
was a great achievement.’ The result as formulated by Senior 
may have been slightly misleading in so far as it suggested 
that a country’s advantages for foreign trade alone mattered 
in the situation and that the conditions of domestic production 
might be neglected. In truth of course a country’s capacity 
to produce its own requirements governs the urgency of its 
desire for foreign products, and hence affects through the terms 
of trade the value of its exports. But there is little doubt that 
Senior was aware of this necessary qualification of his principle. 
(I think the careful reader will find it recognised in the third 
lecture on the Value of Money.) Such as it is, the difficulty 
appears to be a consequence of the desire to point to one element 
or factor in the situation as the ‘‘ regulator ’’? of the others. 
In reading the older economists one is frequently teased by 
arguments as to whether a governs , or b governs a, in cases 
in which it seems clear to us that the forces operating through 
a and b have to be brought into equilibrium. In places Senior 
appears to be influenced by the habits of thought of his con- 
temporaries, but anyone who studies his work as a whole must 
be struck by his acute sense of interdependence of economic 
phenomena. This seems to me in fact to be his outstanding merit. 


P. BARRETT WHALE. 


1 Towards the close of the Lecture on The Cost of Obtaining Money, 
Senior appears to maintain that import duties lower money incomes, and 
even prices, in the country imposing them. This, of course, is just the 


opposite of the view now generally held. In general Senior says little about 
prices as opposed to incomes. 
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A Lecture on Human Happiness. By Joun Gray. London 
School of Economics and Political Science. (1825) 1931. 
Pp. xvit+72. 5s. (Scarce Tracts in Economics and Political 
Science, No. 2.) 

Recently organised efforts to reprint scarce works are hearten- 
ing to students of the history of thought. The series undertaken 
by the London School of Economies and Political Science, if 
Gray’s Lecture is to be taken as the type, will make all econo- 
mists grateful both for the practical and pleasing format and for 
the indicated wisdom of choice. 

It is not for economic analysis that one should turn to Gray, 
for he hardly does more than declare labour the source of wealth 
and competition inferior to co-operation. But he calls on one to 
consider and judge economic principles, institutions, and pur- 
poses with a view to their improvement. Thus he is an early 
prophet of the consciously ‘‘ planned ’’ economic society now so 
much in vogue. He is even contemporary in tone, and with his 
free and sanguine confidence in rationality and progress makes 
one think, unexpectedly enough, of such leaders of our vanguard 
as Mr. Bertrand Russell and Mr. H. G. Wells. As his later 
works show, Gray came to believe, increasingly, that reform 
should begin with the monetary system, again a moderate note. 
In the Lecture however, his earliest essay, he felt sure that in 
the Owenite type of community, society would find greatest 
happiness and that a mere description of its potential perfection 
would suffice to inaugurate it. For a world in which the Marxian 
doctrine of class hatred is being increasingly attempted, this 
pamphlet has an idyllic and healing effect. Co-operation through 
hatred is proving a difficult practical paradox whether in domes- 
tic or foreign politics. It is well to be reminded that once men 
envisaged social change by less violent means. 

In later life Gray achieved some worldly success in a news- 
paper and advertising venture. The Lecture with its vigour and 
rhetorical swing makes one realise how close akin are advertise- 
ment and propaganda. Gray is certainly one of the least tedious 


and pleasantest of the guides to the better economic life. 
ESTHER LOWENTHAL. 


Die letzten Jahrzehnte einer GroBmacht. Menschen, Volker und 
Probleme des Habsburger-Reichs. By RUDOLPH SIEGHART. 
Berlin. 1932. Verlag Ullstein. Pp. 475. 

The author of this important book was one of the most prominent 
men in the last twenty years of the old Austro-Hungarian Empire. 
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In the first decade of the present century he was the chief of the 
permanent staff in the office of the Austrian Prime Minister. Later 
he became the chairman of one of the big Austrian banks. In his 
official career he was the soul of the attempts which were made to 
find some means of ensuring the amity of the various peoples that 
constituted the Empire. These efforts, which met with the 
approval of some of the most intelligent and noble spirits of the 
time, aimed not only at the maintenance of the Habsburg 
dynasty ; they were informed by the idea that an entirely satis- 
factory solution of the struggles of the different nationalities could 
not be found simply in a dismemberment of the Empire. The fact 
is that a large area of the old Empire was inhabited by people of 
different language living together without geographical separa- 
tion. For these territories which are the cradle of all struggles 
between the nationalities, a system of peaceful co-operation could 
be more easily found within the framework of a big empire than 
by giving to every nationality a separate sovereignty. Events 
since the armistice, both political and economical, prove ex 
post the soundness of the attempts to transform the Habsburg 
Monarchy into a kind of East European League of Nations. 
Sieghart gives us an excellent survey of this policy and shows 
us, though against his will, why it proved fruitless. Over-ardent 
nationalism doomed it to failure. 

Sieghart’s book is a most brilliant history of the decay of the 
Austro-Hungarian Empire. It is the best introduction to the 
study of the economic and political difficulties which to-day are 
known under the name of the Danubian Problem. Although the 
author gives an account of a policy which was made with his 
support, he is free from any bias and criticises where criticism 
is needed. An excellent style makes this voluminous book 
eminently readable. Some parts, e.g. those describing the social 
classes and the political parties, are even enthralling. The closing 
chapter, giving a view of the unsolved problems of Middle and 
Eastern Europe, is a true statement of a political and economic 
situation which I am sorry to say in the next few years will be 
the focus of grave complications. 


L,. Misks. 


The Elements of Economics Mathematically Interpreted. By 
J. K. Menta. George Routledge and Sons. 1932. Pp. 
xlit+ 280. Ios. 6d. 

This book unsuccessfully attempts the difficult task of trans- 
lating the more elementary portions of economic theory into 
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simple mathematical terms, both analytical and geometrical. 
The author makes some useful points (the short chapter on 
Organisation, stressing the difference between average and 
marginal costs, is quite good), but otherwise there is little that 
can be said in his favour. The English phrasing is clumsy 
and awkward, the mathematical expositions are often confused 
and, in one or two places, definitely fallacious ; irrelevant matter 
and unsuitable illustrations are introduced at almost every stage, 
and the main economic issues are either avoided altogether or 
presented in an antiquated manner. Detailed criticism is un- 
necessary, but the following quotations can be taken as fairly 
typical of the general style and method adopted by the author. 

“A geometrical curve must be continuous, and must start 
from one point and proceed in one direction ”’ (p. 3). 

** Diagram 16 shows the distribution of the population of India 
by provinces. . . . In order to make the diagram more 
picturesque and appealing the circles have been given the appear- 
ance of human faces—human faces because they stand for popula- 
tion ’’ (p. 35): 

‘*A graph consists of a crooked curve without vertical 
distances marked on it ”’ (p. 77). 

‘* In consumption we shall first represent by curves the prin- 
ciple of diminishing utility. I shall not give here either the 
definition of the term utility or the statement of the principle 
of diminishing utility. It will be taken for granted that the 
student understands and remembers the principles of economics 
sufficiently well to comprehend the curves that are given in this 
book ”’ (p. 89). 

‘We have seen that the children of able parents are born 
able, while those of indolent or unintelligent parents are born 
with the character of the latter ’’ (p. 168). 

In his preface the author states that he has “ worked on 
most problems independently of all books, and on all problems 
independently of teachers and students.’’ This is obviously true 
and he would do well to read some of the standard authorities on 
the subjects with which he is concerned. 


c 


R. G. D. ALLEN. 


Aufriss der Gkonomischen Theorie. By Emit LEDERER. 
Tibingen. 1931. J. C. B. Mohr. Pp. xii+353. 


This is the third completely revised and enlarged edition 
of the author’s well-known text-book, Grundziige der dkono- 
mischen Theorie, and it might be termed, after the first reading 
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at any rate, a ‘synthesis of economic conceptions.”’ For Professor 
Lederer’s economics contains ingredients of the German neo- 
historical, institutionalist school, the Marxian theory of value 
and the marginal utility (or in English usage more familiar 
‘“‘ equilibrium ’’?) theory: but the inter-connection between 
these various elements is too loose to give the impression of 
a unified whole. This might be purely a fault of the exposition, 
but those who want to acquaint themselves with the author’s 
views merely by the perusal of his text-book are left in doubt 
at the end as to the theories he really believes in: whether 
he thinks values are determined by real (labour) costs, or by 
relative utilities or by both (though this is improbable, as an 
analysis of the short and long run equilibria of the Marshallian 
type, the only lines on which such a synthesis could be attempted, 
is lacking in the book); whether he thinks that they are 
determined in one type of society by the former and in another 
type by the latter, and if so, which is which, etc. 

The book falls into three parts corresponding to the three 
traits mentioned above; in the first part we are told that ‘* pure 
economics ’’ in the sense of a body of laws governing indepen- 
dently of time and space is impossible; and moreover economic 
laws can only be formulated within, and derive their validity 
from, a given social system (p. 13, especially footnotes, 
pp. 36, 46); that the homo economicus is a necessary assump- 
tion of economic theory (‘‘ Actions which arise from non- 
economic motives are neglected; we assume that man has only 
economic interests,’ p. 25), disagreeing, apparently, with the 
view that economics is not only concerned with what may be 
termed ‘‘ economic actions,’ the delimitation of which is 
necessarily vague and uncertain, but with the economic aspects 
of human actions in general. .Finally, the various social systems 
are formulated, within which the principles expounded in the 
latter parts of the book are held to apply, and among these 
that between an ‘‘ economy based on the satisfaction of needs ”’ 
(Bedarfsdeckungswirtschaft, e.g., the manorial system) and the 
““exchange-economy ’’ is the most important. Values are based 
on usefulness in the former and on their exchangeability in 
the latter; need becomes ‘‘ demand,’’ goods “‘ wares,”’ produc- 
tivity “‘ profitability,’’ production becomes ‘“‘ enterprise,’ and 
soon. But it is difficult to see what the use is of these distinc- 
tions in theoretical exposition; in so far as they represent 
differences of assumptions (as to the division of labour, sphere 
of competition, distribution of ownership, etc.) which lead to 
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the different results by applying the same principles, they are 
fully covered by that method of gradual widening of assump- 
tions which is characteristic of “ pure economics ”’; in so far, 
however, as they necessitate the application of different prin- 
ciples (and clearly this seems to have been in the mind of the 
author) the present reviewer has failed to detect anything either 
in the nature of these distinctions or in the nature of economic 
principles which would justify the author’s rejection of ‘‘ pure 
economics.”’ 

The second part of the book contains an exposition of the 
labour theory of value, mainly of the Marxian variety, and 
also a vigorous defence of this theory against various criticisms, 
especially that of Béhm-Bawerk. These parts of the book 
(pp. 167-170) present difficult reading, and the author’s point of 
view is made still more difficult to interpret by the fact that he 
leaves the fundamental part of Bohm-Bawerk’s criticism (why 
goods costing the same amount of labour but a different amount of 
time should be valued differently) apparently untouched. Later 
on, however, it is admitted that the labour theory of value is 
insufficient for explaining either price-determination in inter- 
national trade, or price-determination of monopolised goods; 
and therefore in the third part of the book (p. 183) onwards, the 
marginal utility theory is introduced. 

The most controversial parts of the book are undoubtedly 
those dealing with the theory of distribution. The marginal 
productivity theory is rejected because (among other grounds) 
it can apply only to cases of diminishing returns, while if 
increasing returns are the rule, the distributive shares could 
oniy be determined by average productivity. ‘‘ Equilibrium 
will then only be reached when the marginal yield of factors 
in diminishing return-industries equals the average Yield of the 
same factor in those of increasing return” (p. 266). Now it 
can certainly be regarded as a generally accepted doctrine, 
among Anglo-Saxon economists at any rate, that if more than 
one scarce factor is used in combination, the optimum combina- 
tion (i.e. lowest cost) for any firm (or industry) will always be 
at the point when each of the scarce factors used will yield 
a diminishing return, irrespective of whether increasing or 
diminishing returns obtain for the combination as a whole. 

The most interesting reading, however, is provided in the 
parts dealing with interest theory. After rejecting the naive 
productivity theories on Bohm-Bawerkian grounds, Bohm- 
Bawerk’s theory is rejected on the following ground (the passage 
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is worth quoting in full): ‘‘ If by adopting more roundabout 
methods in all spheres, a greater product is to be obtained in 
the next period, then the total purchasing power which should 
take up this product at unchanged prices must be greater. But 
the incomes of the producers have not yet altered. A greater 
product can only be sold at the previous prices when means 
of payment are available for the purchase of this surplus. It 
presupposes an elastic currency system which is only possible 
in a dynamic economy. ... Far from the fact that these 
surpluses arise “ naturally ’’ from differences in subjective 
valuations, they are only possible in a dynamic, moreover, a very 
highly developed dynamic system. If, however, elasticity im 
the volume of currency is a necessary condition for any increase 
in production, interest can no more be regarded as a “‘ natural ”’ 
result of roundabout production ’’ (pp. 287-88, my _ italics). 
Henceforth interest is treated as a dynamic phenomenon and 
an increasing volume of currency as a condition of an increase 
in production (whether brought about by an increase in popula- 
tion or in capital). But although the rest of the author’s analysis 
is mainly based on this assumption, no attempt is made to 
explain why a “‘ surplus,’’ in his sense, can only arise if the 
greater product is sold at unchanged (money) prices? 

Professor Lederer’s own interest theory can be regarded as 
a synthesis of the dynamic theory of Professor Schumpeter and 
the exploitation theory of Marx. Interest only exists if the 
competition of entrepreneurs is insufficient to sweep away their 
profits either because there is a “‘ silent agreement ’’ between 
them not to raise wages beyond a certain point (p. 307) or, when 
dynamic changes, i.e. changes in technique or in population 
take place. Interest is therefore essentially a surplus, ‘‘ it 
certainly cannot be traced back to some special function of a 
factor of production,’’ p. 303; as such it is the normal feature 
of a capitalist economy, but only because of the continuous 
changes in “‘ external data.’? It is treated therefore in all 
respects similarly to profits; in one place Professor Lederer 
even intimates (p. 317) that its separate treatment may arise 
from the fact that the entrepreneurs and the capitalists are 
sometimes separate persons. It is impossible to deal with his 
theory in any detail, but it should be said that it only deals 
with the problem of the existence of interest and not the 
determination of interest rates; although there can be little 
doubt that only an exhaustive analysis of the latter can lead 
to a satisfactory theory of interest. 


1932] BOOK REVIEWS 483 


Professor Lederer’s Aufriss is an interesting book for those 
who want to study contemporary economic thought in Germany, 
and even those who cannot agree with him will find his attempt 
to superimpose the Marxian theory of surplus-value on the 
modern subjective value-theory stimulating. But its value for 
teaching purposes is limited on account of many obvious short- 
comings in his analysis. The privileged treatment accorded to 
land throughout the book (on the basis of the Ricardian theory 
of rent) is unjustified, whatever one thinks about pure analysis 
or the réle of capital and interest, and ought certainly to be 
absent from a text-book of 1931. NicHoLas KALpor. 


Maintaining Purchasing Power. By P. W. Martin. P. S. 
King. Pp. 305. 15s. 

Rationalisation and Unemployment. By J. A. Hosson. 
Allen & Unwin. Pp. 136. 3s. 6d. 

The Flow Theory of Economics. By Lieut.-Colonel A. E. 
PowELL. P.S. King. Pp. 97. 5s. 

It is remarkably unfortunate that, just as under-consumption 
theories of trade depression are suffering a decline in analytical 
exercises, they are flourishing in the lay world on a scale quite 
unprecedented in the past, and peculiarly dangerous in the 
present temper of democratic politics. It was not long ago 
that Mr. P. W. Martin was also a leading exponent of the 
view that the habit of saving necessarily reduced the prices 
of consumption goods below a remunerative level, and consti- 
tuted the major cause of unemployment. But in this later 
book (Maintaining Purchasing Power) he is much more 
moderate. Still using the same diagrammatic apparatus to show 
the origin of consumption goods and capital goods from one end 
of the industrial system, and the incomes to purchase them 
from the other, he states that there is 

«|, an underlying tendency towards equilibrium between 
purchasing power and goods for sale (at remunerative 

Perea tne? 70 
but that there are 

“|. certain specific factors tending to upset this 

equilibrium ”’ (p. 94). 

It would be difficult to disagree with so general a statement, 
and the sole subject of dispute is the nature of these specific 


factors. 
Mr. Martin pins his faith to four such factors, and the whole 
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significance of the book lies in his analysis of them. 
Unfortunately he does not make explicit beyond dispute the 
operation of these forces. ‘They are: 

1. Additions to, or subtractions from, the stock of money 
in the community : 

‘“‘ Additions to the total quantity of money in circulation 
make for a corresponding superabundance of purchasing 
power,” 

and : . 

‘“‘ Reductions in the total quantity of money in circulation 
make for a corresponding deficiency of purchasing power ”’ 
(p. 70). 

2. Additions to, or subtractions from, the value of the stocks 
of finished commodities held off the market by the industrial 
system (p. 70, II and V). These are propositions about which 
there need be little dispute. In the context they mean little 
more than that prices will rise as the stock of money increases 
and as the flow of goods diminish. Unfortunately the remain- 
ing reasons upon which Mr. Martin places all the emphasis 
are not so clear; for Mr. Martin seems to hold that any savings 
which are used to increase ‘‘ working capital’’ or pay wages, 
will cause prices to fall below the remunerative level. It is 
only if savings are used exclusively to purchase fixed capital, 
that equilibrium will be observed. 

3. “As the result of our examination we have it that net 
additions to working capital, whether obtained by borrowing 
from the community, or by using undistributed profits, make 
for a corresponding deficiency of purchasing power...” 
(p. 47). 

4. ““. . . A certain county is suffering heavily from unem- 
ployment. A new industry comes into existence, which takes 
on some hundreds of thousands of men and puts upon the 
market the goods so made practically at once. In order to 
pay these men wages . . . this new industry must have funds 

. 1f the new industry obtains the necessary funds by borrow- 

ing from the community to the tune of several million pounds, 
demand will inevitably lead to decline, since the community 
will have that amount less with which to buy goods” (pp. 98-99). 

Hence Mr. Martin arrives at the very peculiar conclusion 
that prices will fall below costs to the extent that the current 
supply of savings is used for any purpose other than the direct 
purchase of fixed capital. ‘The first step in understanding 
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this position can be made by examining the meaning which 
Mr. Martin attaches to the conception of ‘‘ working capital.” 
It becomes clear on investigation, that he means by this term, 
the net increases in balances which firms or persons hold, in 
respect of increased business or increased incomes. ‘‘ In order 
to pay these men, and to hold a balance at the bank, this new 
industry must have funds ”’ (p. 98). ‘‘ The effect of industry’s 
borrowing from the community in order to increase its money 
balance... (p. 38). ‘“‘... We will suppose that, for 
instance, the men and women in a particular country are for. 
a time obsessed with a mania for hoarding. ...’’ ‘These are 
all cases in which the savings are utilised to increase idle 
balances, and as such are a true source of disequilibrium ; but 
it is not a source wholly hidden from those who have read Mr. 
Robertson’s Banking Policy and the Price Level and Chapter V 
of Money. Mr. Martin goes on to suggest that there is a 
similarity between using savings to accumulate these balances 
and using those savings to pay the wages of labour (p. 39), 
but misses the point of the analysis to which he subscribes. For 
the increase of working capital, as defined by him, reduces the 
market for the sale of finished products, because money that 
once entered into income and costs is now held within the 
industrial system; while that part which is directly paid to 
labour, returns at once to the stream of income and costs which 
constitute the market for finished products. The effect of these 
two processes upon the maintenance of purchasing power is 
directly antithetical, and not in any conceivable sense the same. 

Of the four causes suggested by Mr. Martin, only one has 
any profound significance, and as Mr. Martin himself suggests, 
the phenomenon of hoarding “‘ has not altogether escaped atten- 
tion’? from Mr. Robertson, Mr. Keynes and Mr. Hawtrey. 
Furthermore, Mr. Martin has not made use of his own diagrams 
to inquire into the relation between increasing money stocks 
and the relative price levels of capital goods and consumption 
goods. These omissions explain the weakness of the conclusion 
in Part IV, that the value of money should be increased as 
soon as unemployment appears, by the simple expedient of 
financing public works, to the amount that is necessary to 
maintain the price level of consumption goods. Mr. Martin 
sees in this policy only the difficulty of finding suitable index 
numbers and wise Parliaments! He even neglects the difficulty 
of distinguishing between a decline in the price level due to 
an increase of hoarding and one due to an increase of productive 
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efficiency ; a difference which he carefully analyses in Part III; 
and he wholly neglects the insuperable obstacles to stabilising 
the price level when saving is reducing costs. Mr. Martin does, 
however, write with far more force and clarity than most 
advocates of this type of theory. 

Mr. Hobson is the immediate father of English under- 
consumption theories, but in this particular work of his, 
Rationalisation and Unemployment, his original view that 
depression is in itself and by itself the proof that excessive 
monetary saving is taking place, drops into the background. 
Instead, he holds that Capitalist society is bound to save more 
than it should do, if it wishes to maximise utility, because 
it does not permit of profitable investment in the human factors 
of production. 

“ . . The undue concentration upon the saving represented 
by the enlargement and improvement of material capital and 
the neglect of the saving represented in enlarged and improved 
labour capacity constitutes a chief defect in the operation of 
modern capitalism, and in the economic thinking forced by it. 
This defect is natural in a system wherein each independent 
productive process . . . functions as the property of those who 
own the capital and regard the business exclusively from the 
standpoint of the gains which come to them as owners. ... 

‘“’There is therefore an a priori probability that too much 
of the surplus product will take shape in improvement and 
enlargement of the capital factor of the economic system, too 
little in the improvement and enlargement of the labour factor. 
Pbk. 8( De): 

Such a view is certainly logically watertight, but its social 
importance is offset by the extent to which the State subsidises 
education, and Mr. Hobson does not indicate the extent to which 
he believes that this argument has any bearing upon problems 
of monetary equilibrium. 

With Lieut.-Colonel Powell’s Flow Theory of Economics we 
return to the most plain and unsophisticated type of under- 
consumption theory. Under-consumption theories proper may 
be classified into three groups, according to the degree of 
fundamental error upon which they are founded. In the first 
and most extreme group, the theories are based upon the 
assumption that even when no saving is taking place, the 
existing system continually fails to distribute enough con- 
sumers’ income to cover the costs of production of consumption 
goods. Major Douglas holds such a theory. The second group, 
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of which Messrs. Foster and Catchings are the most noteworthy 
example, hold that it is only saving, but the whole of saving, 
which reduces total income below total costs. While the third 
group, led by Mr. Hobson, claim that certain rates of saving 
will not produce disequilibrium, but that whenever unemploy- 
ment appears it is a final proof that the maximum safe rate 
of saving has been exceeded. The first two groups neglect 
one or more of the steps in the full circulation of money; while 
all three groups entirely miss the significance of the Rate of 
Interest as a measurement of the rate at which costs can be 
reduced by new savings. 

Lieut.-Colonel Powell jumps with both feet into the first 
group. 

““. . . Savings clearly represent suspended functionary power 
in purchasing power not employed as such. For every unit 
of purchasing power saved, somewhere there is a unit of price 
also suspended; in other words, every shilling saved means 
somewhere goods and services to the value of a shilling not 
sold, left stranded high and dry. . . . In saving we then have 
a function of major importance, which destroys all semblance 
of reality in our fundamental equation Incomes=Prices. In 
view of the profit time lag, dealt with in the preceding chapter, 
‘and of the savings factor we are now dealing with, our equation 
must be modified as follows: Prices are, at any given moment, 
greater than Incomes by (a) the element of profit contained 
in Prices, and (b) all Income saved. 

“Once again it is a remarkable fact that the direct and 
obvious effect of saving has not been mentioned at all by most 
writers on economics .. . still less by business men . . . or 
by politicians. And yet the fact stares us in the face that 
every pound saved means a pound’s worth of goods and services 
somewhere unsold’ (pp. 18-19). 

The only irritating thing about Lieut.-Colonel Powell, who 
writes the most astounding nonsense with clarity and force, is 
that he is unaware that not a publishing season passes by 
without at least three new writers making these remarkable 
discoveries all over again. HE. F. M. Dursin. 


The Making of Rowmania. By T. W. Riker. Oxford Univer- 
sity Press. 1931. Pp. 592. : 25s. 
Professor Riker’s work is a full-length and authoritative 
study of the political evolution of modern Rumania, the 
outcome of a vexed and complicated problem which between the 
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years 1856 and 1866 beset the diplomatists of Europe. It is 
mainly concerned, of necessity, with international politics, since 
in this formative phase of its history the destiny of the future 
Rumania depended essentially on how the Great Powers acted 
or failed to act. Professor Riker has, however, in the latter 
sections of his book, presented in the light of diplomatic and 
consular sources a picture of the reign of Prince Cuza down to 
the accession of his successor, Prince Charles of Hohenzollern- 
Sigmeringen. Professor Riker’s work bears the stamp of 
historical scholarship: not only is it based on thorough and 
judicious research, but it is written with a sympathetic under- 
standing of Rumanian aspirations. He has used all the 
relevant archival sources at his disposal; only the Russian 
archives, which might here and there have added some enlighten- 
ment, were not available to him; whilst he was able to catch 
at least a glimpse of the Palmerston Papers which have been too 
long withheld from the student. The tortuous story, as it is 
unfolded, has a twofold general interest: on the one hand, it 
describes the genesis of a new nation state, which was in minia- 
ture a Second Empire in the Near East, with its revolution of 
1848, its upstart ruler, its ‘‘ little coup d’état,’’ and no less its 
failure at despotism; on the other, it presents an analysis and a 
review of the methods and objects of a whole decade of European 
politics. 

The union of the Danubian principalities of Moldavia and 
Wallachia in 1859 under a single Prince, Alexander Cuza, which 
foreshadowed the Rumanian state legally recognised in 1878, was 
one of the most important though unforeseen results of what 
posterity has come to regard as one of the least necessary of 
wars, namely the Crimean War. Moldavia and Wallachia, which 
the Turks called ‘‘ the garden of Stamboul,’’? and which Pro- 
fessor Riker has dared to call ‘‘ Balkan ’’—may he be forgiven 
by his Rumanian readers !—were little known to Englishmen in 
1856, and the history of the achievement of Rumanian indepen- 
dence is still relatively unfamiliar. The story of the creation 
of modern Greece, on the other hand, is well enough known, since 
the classical learning, which in Byron’s England fitted British 
statesmen for the tasks of government, enveloped the Greek 
rebellion against the Turks with a halo of respectable sentimen- 
tality ; but the associations of Trajan with Dacia—which roughly 
corresponds with present-day Rumania—were insufficient to 
kindle British interest in the fate of Moldavia and Wallachia. 
Official England in 1856, in its enmity towards Russia, had dis- 
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covered that Turkey was a worthy ally and that the Sultan 
was an enlightened gentleman, and since the Crimean War had 
been fought to uphold the territorial integrity of the Ottoman 
Empire, it was unwilling to allow the Principalities, as it had 
earlier allowed Hellas, to flout this fundamental doctrine, and 
thus to imperil international stability. The Crimean War, in 
short, bequeathed to the statesmen of Europe a thorny question 
in which some of them had little direct interest and less under- 
standing. This question concerned the political destiny of two 
culturally backward countries, situated on the exposed northern 
frontier of Turkey, which owed suzerainty to the Sultan on the 
one hand, and were subjected to the more stringent protectorship 
of Russia on the other. 

The question of the Principalities drove a wedge between the 
Great Powers of Europe, and created a delicate diplomatic situa- 
tion which in 1857 and again in 1858 brought Europe within 
measurable reach of war. Austria above all, mindful of its 
Rumanian subjects in Hungary and Bukovina, was the deter- 
mined antagonist of any union which would thus give political 
recognition to Rumanian nationality in the neighbouring Danu- 
bian lands, whilst Turkey wished to recover or to preserve as 
much influence as possible in its suzerain provinces. Great 
Britain, with little direct interest in the Principalities, at first 
mildly favoured union, but later decided firmly to oppose it, on 
the ground that it would tend to the ‘‘ spoliation ’”’ of Turkey.’ 
Luckily for the Principalities, Napoleon III, with the support 
of Russia and of Sardinia under the leadership of Cavour, 
became their self-elected champion. A doctrinaire and a free- 
lance in international politics—he is said to have based his 
political principles on the lessons of history—Napoleon III 
avowed a profound interest in the cause of nationalities, and was 
eager to advocate the union of Moldavia and Wallachia which 
Rumanian leaders were urging in the French Press. The 
battle, in which Austria and France were thus the chief protago- 
nists, was accordingly fought out at Paris, Vienna and London, 
but more particularly at Constantinople and in the Principalities 
themselves. Professor Riker has deftly characterised the 
principal actors in these political bouts and has very fully des- 
cribed the varying fortunes of the struggle. At Constantinople 
the Sultan and his ministry became the shuttlecock of the con- 


1 Professor Riker is not very clear as to the attitude of Palmerston, the 
Prime Minister, towards union, but it now appears that he consistently 
opposed it, even as early as January 1856. 
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tending ambassadors, particularly of Thouvenel, the French 
representative, and the indomitable Lord Stratford de Redcliffe, 
who never scrupled to ignore or to misinterpret instructions 
which ran counter to his own anti-Russian, anti-French, and 
anti-unionist convictions. The events at Constantinople, as 
Professor Riker recounts them, are an excellent illustration of 
the ‘‘old diplomacy’? in which self-interested motives were 
honestly expressed and recognised, and in which small victories 
were sought and ‘‘ face’? had to be preserved. Similarly, the 
first essay in electioneering at Jassy in 1857 explains how the 
nascent Rumania was initiated, under Austro-Turkish tuition, 
into the art of “rigging ’’ elections, an art which modern 
Rumania has not entirely lost. The Treaty of Paris in 1856 
had stipulated that both Principalities should elect assemblies or 
divans and thus express their wishes on their future. Turkey 
and Austria were at pains to secure a vote against union by 
preventing unionists from taking part in the election, and Great 
Britain acquiesced in this proceeding. The work was done too 
thoroughly: the ‘‘ Rump ”’ of anti-unionists returned to the 
Moldavian assembly could not be seriously accepted as inter- 
preters of the Moldavian will, and the contemporary cynic was 
doubtless right in suggesting that Turkey should have ‘‘ bought 
the elected instead of meddling with the elections.”? France 
violently objected, and together with Russia, Prussia, and 
Sardinia, broke off diplomatic relations with the Porte, and 
only the personal visit of Napoleon to the English court at 
Osborne in August 1857 produced a compromise which averted 
more serious complications. By this compromise Napoleon 
won the principle that new and free elections should be held, 
but abandoned his demand for the full political union of the 
Principalities. The battle was not yet over. At the Conference 
of Paris in 1858 the Powers decided pn a modified administra- 
tive union of the two Principalities, which were to retain their 
own princes and assemblies, but the Principalities themselves 
astutely exploited the division and consequent weakness of the 
Powers by electing the same prince in both Moldavia and Wal- 
lachia. With remarkable unexpectedness, both to himself and 
to the chambers which elected him, Cuza was called upon to 
rule the United Principalities, under the suzerainty of the Porte 
and the collective guarantee of the Powers. Austria was powerless 
to resist, since war with Sardinia was growing imminent. 

The short but eventful reign of Cuza is an essay in political 
‘experiment, and is at the same time invested with the human 
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and dramatic interest which attaches to Cuza. He is a figure 
worthy of a miniature portrait in the Lytton Strachey manner : 
against the sombre background of Rumanian political life his 
silhouette stands out with a fresh and sharp individuality. A 
man of enlightened ideas, a revolutionary of 1848, he displayed 
to a rare degree honesty, frankness and disinterestedness, and 
was capable at times of effective though fitful action; he was 
certainly something of an intriguer with an eye to the main 
chance—how could he be otherwise, situated as he was ?—and 
Professor Riker, with all his careful exploration, convicts him 
of little; but he lacked the gifts of sustained leadership, and 
seems to have been destined, in view of the difficulties which 
beset him, to inevitable failure. His unexpected elevation is 
explained in terms of his political purity : he was a novus homo, 
neither a boyar nor a professional politician; and it was hoped 
that he would relinquish rule whenever a foreign prince might 
be secured. Government of the United Principalities called for 
the nicest skill in navigation: the ship of state was ballasted 
with three capitals, two ministries and three assemblies, and 
the channel lay between the ill-chartered rocks of Turkish 
suzerainty and the European “ protectorate.’? Cuza himself 
developed a programme which constituted a political and 
economic revolution. He wished to secure the full political 
fusion of the Principalities and perhaps to found a dynasty; 
and further he wished to crush the landed aristocracy and, by 
freeing the serfs and alienating the property of the “ dedi- 
cated ’? monasteries, to usher in an age of economic liberalism. 
His efforts to achieve these ends led to the coup d’état of 1864 
and to his abdication and flight two years later. What is most 
amazing is that he achieved so much: the Principalities were 
fully united; the lands of the dedicated monasteries were 
actually secularised; and the peasants were, at least legally, 
liberated. Prince Cuza had, in fact, ‘‘ played a decisive rdle in 
the remoulding of his country.”’ W. G. East. 


The Problem of Federalism. By Soset Moci. Allen & Unwin. 
1931. Two vols. Pp. 1,144. 36s. 

It is in many ways a pity that Oriental scholars so frequently 
pay Western thought and institutions the compliment of writing 
about them for Western readers instead of contributing to the 
fusion of the European and Asiatic streams of thought by 
writing about the ancient institutions and distinctive moral 
outlook of their own countries. Federalism is a system Western 
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and modern, although the distinction between the modern 
Federalism of the United States and that of the United 
Provinces is perhaps not so sharp as Mr. Mogi insists. Mr. 
Mogi has, however, to be thanked for providing us with a 
conspectus of the literature and recent development of 
Federalism, American, British and German, on an immense 
scale. The cardinal importance of the subject no serious student 
will deny and these volumes will have to be at the hand of 
anyone who would advance to a creative contribution in the 
light of existing theory. : 

The probable tendency of this contribution Mr. Mogi indt- 
cates. It will have to take into account the legal views of 
Kohler and, especially, Kelsen. But it will also have to solve 
the practical problem presented by the grouping of men, not 
only into the territorial communities allowed for by the orthodox 
federalists, but also into occupational communities. A formal 
theory which ignores the facts of human life as it is lived is 
not merely a pedantic amusement. The whole history of legal 
metaphysics in the context of practical politics and of the 
crushing influence of certain philosophies, even to-day in Great 
Britain, and until recently in Germany, on sociological thought 
show such theory to be an active danger. ‘‘ Pluralism vis-a-vis 
functionalism and pluralism vis-d-vis federalism is the kernel 
of modern political theory.”’ There is, however, a third 
problem, neither spatial nor occupational but psychological, 
which goes nearer to the heart of the problem of individualism 
and authority. ‘The absolute and monistic state, with inde- 
feasible rights, is the counterpart and negative of absolute 
individualism. Regional and functional federalism but mitigate 
the resistance of the individual to a mechanical state-system 
deriving its authority from a heterogeneous society. The 
reconciliation of the individual and authority, where the govern- 
ment of men is concerned, is only to be effected satisfactorily 
in terms of homogeneous, like-minded communities, whatever 
may be the case with the mechanical administration of things. 
To fit the voluntary society into the framework of the inter- 
national and (perhaps) national state: that is the problem. A 
modern federal theory must face the questions of the constitu- 
tion of such communities and of their association for the main- 
tenance of peace. Mr. Mogi’s work should be useful as 
indicating where lie the thoroughfares and where the blind 
roads in federal theory up to the present. 


GrorGE E. G. Catuin. 
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Prosperity, Myth and Reality in American Life. By M. J. 
Bonn, translated by Winifred Ray. Martin Hopkinson. 
Pp. 188. 7s. 6d. 

Prosperity—the ‘‘ very word is like a bell to toll me back from 
thee to my sole self!’ The bewildered, if not yet deeply 
embittered American people, might carry on the quotation and 
ask ‘‘ Was it a vision or a waking dream?’’—and stay long 
enough for an answer from the numerous witch-doctors who, in 
the high boom times, set up for oracles and were believed. 
““ Echoes list to silence now ”? where leaders told lies of old, and 
the acute eye of Professor Bonn surveys the ruins with some 
sympathy, but with no intention of catering for the national illu- 
sions that have been as great a handicap to the American as to 
other peoples. 

Professor Bonn writes, and it is one of his great merits, against 
a German background. He feels that the enthusiasm of his 
countrymen for ill-understood American methods induced the 
risking of the few remaining German eggs in what has proved 
to be a fragile basket, and the lesson he preaches, implicitly, is 
scepticism of panaceas, whether they be the panaceas of the 
economist who hailed a new epoch in human society and the end 
of poverty, or the subsequent political panaceas of demagogues 
incarnating in themselves the resentments of the disillusioned 
victims. In one of those acute parallels which reward his readers 
so frequently, he shows us Hitler as another Bryan, and, it is 
possible to suspect, a much feebler Bryan. 

In his discussion of the origin of the boom and the disaster, 
Professor Bonn is, perhaps, too elegant in his explanations ; there 
are such unfathomed depths in human affairs, especially since 
those affairs are subject to the pressure of human emotion, that 
we must be content to note much which we cannot as yet explain. 
Over-production, under-consumption, the abuse of credit, the 
interlocking of the European and American money markets and 
the political situation in the old world, all played their parts ; but 
it is less and less certain that anyone can allot all the blame or 
indicate the one remedy. 

The more valuable, though less pretentious, part of Prosperity 
is the discussion of the social aspects of American life. To these 
German eyes, American family life, its grandeurs and miseries, 
had something fantastically novel and the novelty provokes really 
acute analysis and criticism. The modern American flat ; the rise 
of the great farm; the influence of the motor-car on the isolation 
of the farmer and the prosperity of the mail-order business ; in 
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great matters and small Professor Bonn shows himself an admir- 
able reporter. 

With the German merits, there are some German defects. 
Generalisations are indulged in which demand an intimate know- 
ledge of aspects of American life that other things indicate is not 
possessed by Professor Bonn. For example, the difference be- 
tween Presbyterians and Congregationalists may be negligible, 
but it is not negligible in the context of Professor Bonn’s remarks 
on the social prestige of the various sects. To talk of Cavaliers 
as populating the South and Roundheads the ‘North is to repeat 
an old and misleading superstition—but to see, with the eye of 
faith, this mythical difference manifest in doliocephalic Cavaliers 
in the mountains of the South, contrasted with the brachycephalic 
inhabitants of New England, is a gift one is better without. A 
contempt for chronology is at times merely annoying, but the 
picture of the pioneer working his way through farm after farm 
to the Pacific, suggests Hollywood rather than history. Politics 
are a minor aspect of this book, but what political discussion there 
is does not suggest deep or accurate knowledge. 

Nevertheless, the great merits of the book carry off its defects 
almost entirely and, perhaps, would carry them off absolutely, if 
Professor Bonn had been better served by his translator. The fault 
is one common in English translations of technical books, the 
illusion that all that is requiréd is a knowledge of two languages. 
What is required is a knowledge of three, the third being the 
technical language of the subject. In this book, it does not 
matter that the translator, or the author, turns the game of quoits 
into a kind of curling, but it does matter that ‘‘ state’ is 
rendered ‘‘ province’? and that the adjective ‘‘ state’ is used 
when it is misleading. What President Hoover objects to is not 
state relief for the unemployed, but federal relief, which is a very 
different matter. Whatis involved inthe jurisdiction of the Inter- 
state Commerce Commission is not tariffs, but railway rates. 
There are other ambiguities which may be the fault of the author, 
but it seems to this reviewer a duty to keep on protesting against 
this type of translation; the more that the literary merits of 
the version are high. 

Prosperity will, no doubt, have a permanent interest as a picture 
of the United States at a critical moment in its history, but for 
us, at the moment, it has a more immediate message. ‘The 
American people is still half-asleep, still hoping dimly for a 
return of the golden years without any fundamental change or real 
effort ; it is still under the illusion that it is a case of Paradise 
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Mislaid. What will it do when it learns the truth: that it is 
Paradise Lost? It is not used to being thwarted and it has 
steadily refused to consider fundamentals or to reform a system 
that makes long views, in politics or industry, almost impossible. 
Will the American temper stand the strain, and will it be fit 
for anything but destruction? The next few years should show, 
meanwhile we can all read and ponder this stimulating essay. 
D. W. Brocan. 


The New British Empire. By W. Y. Exuuiort, Professor of 
Government in Harvard University. London : McGraw-Hill 
Publishing Co. Ltd. 1932. 8vo. Pp. xv+519. 25s. 


One of the characteristics of a complicated subject is that the 
more writing there is about it, the more confused it becomes. 
When the experts have had their say about the several parts in 
which they are particularly interested, the whole becomes as over- 
loaded with commentary as the Twelve Tables. The British 
Empire is such a subject. There has been so much talk about 
trees that it was time for someone to say something about the 
wood. ‘There could be no one more competent than a Professor 
of Government at an American university, and no one could have 
done it more competently than Professor Elliott. ‘‘ Without try- 
ing to write a work of popularisation,’’ he says, ‘‘ I have hoped to 
get the essence of the New Empire into comprehensible form, 
with a reasonable degree of insight into the many forces that 
move it or hold it stable. The emphasis has been upon con- 
temporary politics, law, and economics, but I have tried to give 
the historical and cultural factors their due.”’ 

In conducting this survey of forces, centrifugal and centripetal, 
which affect the Empire, Professor Elliott is both accurate and 
well-informed. He has devoted infinite pains to his search for 
truth; though it is clear from his Preface that all his pains 
did not make the British Civil Service sympathetic enough to 
explain high policy. Moreover, he writes very attractively, and 
if one becomes a little tired of the British lion, roar and tail and 
shadow and all, one must remember that the book was intended 
mainly for Americans, and Americans, apparently, like that sort 
of thing. Exposition and not criticism was Professor Elliott’s 
object. There is, nevertheless, an occasional evalution of motives 
and tendencies. In these reflections the author shows himself, 
like most informed Americans, a good European. Some may 
think, indeed, that in regard to India, Egypt and Tropical Africa 
he regards us too favourably. We begin to fear that after all 
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we must be a superior race. It is a little unexpected to find an 
American asserting that in India, England ‘‘ has at least behaved 
with a wisdom that no other Power would have shown, and which 
simply foreshadows the type of experimentation which Western 
Powers will have to attempt with the great dependencies where 
nationalism is developing.’ The remark that ours is “‘ the most 
alert and critical electorate in the world ’’ is equally compli- 
mentary. 

One of the difficulties with which the writer on the Empire is 
confronted is the rapid development which is taking place in 
Inter-Imperial relations. One has heard of books which cannot 
be published because, though attempts are made to keep them 
up to date, they are at least six months behind the march of 
events, and time has falsified many of the statements which are 
made. Though the body of Professor Elliott’s book was written 
before the economic crisis of last ‘year and the change of 
Government and of fiscal policy which followed, before the 
Statute of Westminster, and before the accession to power of 
President de Valera, his estimate of tendencies is so acute that 
few changes need to be made. Indeed, in many places he is 
able to insert in a footnote the equivalent of ‘“‘ I told you so.” 

Of the five hundred pages of the book, no less than two 
hundred are taken up by the Appendices. “These include not 
only the more usual documents, such as extracts from the Sum- 
maries of Proceedings of the Imperial Conferences of 1926 and 
1930, but also more unusual material, such as extracts from 
party policies, from a report of the Empire Marketing Board, 
from documents on India, and from Blue books on recent aspects 
of foreign policy. In the body of the book, Chapter I discusses 
the general problems which are dealt with in detail in the book, 
and asks whether indeed there still is a British Empire. 
Chapter II is legal; its title, ‘‘ The Lion and the Unicorn ”’ 
indicates that “the Lion and the Unicorn are fighting for the 
Crown,” the Lion being the old conception of Empire based 
upon force, and the Unicorn being a fabulous monster to which 
the new Empire may be compared. A beautiful frontispiece 
gives the Royal Arms as an illustration of the allegory. Econo- 
mic considerations appear in Chapter III, where ‘‘ Empire Free 
Trade”? is duly put in its place. The more intangible factors 
of race, religion, and general cultural ties appear in Chapter 
IV. Chapter V deals with socialism throughout the Empire, 
and in particular the elements of sympathy which pervade the 
various Labour parties. Chapter VI is concerned with the prob- 
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lems of Government raised by the Colonial Empire and by 
India, and in particular the possibility of finding markets in the 
former to compensate for the reduced demand from India and 
China. Chapter VII deals with ‘‘ the Lion’s shadow ’’—that is, 
with spheres of influence and protectorates. And the last 
Chapter discusses the international problems of the Empire 
under the title “‘ Pax Britannica and the Peace of the World.” 
The author tells us in his Preface that his particular interest 
in the subject lies in the field of Inter-Imperial relations. We 
shall look forward with the greatest interest to his work on 
The British Commonwealth: An Experiment in Inter- 
nationalism. W. I. JENNINGS. 


Legal Duties and other Essays in Jurisprudence. By CARLETON 
Kemp ALLEN. Oxford: at the Clarendon Press. 1931. 
Pp. xvi+318. I5s. 

On leaving jurisprudence for administration, Dr. Allen has 
collected in one handy volume various papers contributed by 
him from time to time to sundry legal and literary journals 
in England and America. ‘These collected essays fall into two 
divisions, the light and entertaining sort suitable for reading 
on train journeys, and the serious and solemn kind which call 
for closer attention. Dr. Allen has a lightness of touch and 
aptness of illustration which may be seen to perfection in his 
lighter efforts: no one, for example, can read, ‘‘ the judge as 
a man of the world,’’ without being stimulated and amused 
by the author’s consideration of two recent libel cases: Cassidy 
v. Daily Mirror Newspapers Ltd. (1929) 2 K.B. 331, and Tolley 
v. Fry (1930) 1 K.B. 467, (1931) A.C. 333. The judgment 
for £1,000 damages awarded in the last-mentioned case is 
described as ‘‘ not too heavy a penalty to pay for conceiving 
and publishing a ‘ Limerick’ so devoid of gaiety, wit or 
prosody.’? ‘‘ The phlegmatic Englishman in the Common 
Law ”’ is an interesting incursion into the questions of self- 
defence and of provocation to murderous assault. Recent 
celebrations make it fitting that this book should include a 
vignette of Bentham. In his article, ‘‘ The Young Bentham,” 
Dr. Allen explains that the great reformer, like the late Lord 
Haldane, was a disappointed lover who found consolation in 
a devotion to the most jealous of all mistresses, the law. The 
article contains, too, some interesting remarks on the relations 
between Blackstone and his tireless critic. "Those who wish 
to make their first acquaintance with the work of Sir Henry 
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Maine, will find a careful estimate of Maine’s position, written 
by Dr. Allen for the World’s Classics edition of Ancient Law, 
included in the present volume. ‘The lighter articles are, then, 
excellently done and are of great topical interest to the general 
reader ; it is another matter, however, to say that they constitute 
jurisprudence, which the author defines, at page 19 in “‘ Juris- 
prudence—What and Why,” as “‘ the scientific synthesis of 
the essential principles of law.” 

The more difficult and longer articles contained in this 
excellently got-up collection will mainly interest lawyers and 
law students. Of these perhaps the most important is the 
article on ‘‘ Status and Capatity.’’ This paper is the substance 
of an inaugural lecture at Oxford and runs into forty-two 
pages. Dealing as it does with one of the most important and 
difficult topics of jurisprudence, it is an admirable example 
of the results achieved by co-ordinating modern jurisprudence 
with that rapidly developing subject known as private inter- 
national law or conflict of laws. Note (1) at pages 64 and 65 
is particularly useful, and should now be read together with 
the cases of Inverclyde v. Inverclyde (1931), p. 29, and De 
Massa v. De Massa roted in the Annual Survey of 1931, p. 316. 
It may be observed, in passing, that this article would have 
been easier to read if it had been subdivided. ‘The essay on 
‘“ Legal Duties’? runs into 63 pages. It starts with a useful 
criticism of Léon Duguit, whose work Professor Laski has 
done so much to make known in this country; this is followed 
by an account of the theories of Professor Lundstedt of Upsala. 
Dr. Allen notes that Duguit emphasises the need for subjective 
duties rather than rights, while Lundstedt denies the need 
for either subjective rights or duties. Dr. Allen disagrees with 
both these writers, saying, “‘ It is impossible to eliminate sub- 
jective right from law . .. it is a@ fortiori impossible to 
eliminate both subjective right and duty from law” (p. 181). 
““ Duguit’s doctrine goes far beyond the bare power of the State 
to enact obedience and the coercion of the individual to law 
abidingness ”’ (p. 166). On the other hand, ‘‘ the instinctive 
habit of law abidingness clearly will not solve all questions,”’ 
as Lundstedt would seem to suggest. Having repulsed the 
attack on subjective right and duty, Dr. Allen deals shortly 
with the Austinian school and, after a survey of absolute or 
strict liability, he confronts the problem of the relation between 
moral and legal duties. Not everyone will, however, agree with 
the author’s statement at pages 197 and 108, of the eight possible 
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cases of conflict between law and morals. Take example 4, a 
man’s “‘ conscience disapproves the command [of the law]: he 
obeys it in the belief that the greater good is to obey rather 
than rebel against constituted authority: he has fulfilled a 
duty and his act is moral.’’ Is the word “ conscience ’’ here 
used to mean a feeling or sentiment, or a dictate of reason? If 
the latter meaning be adopted then surely there is no conflict. 
The last three examples begin with these words, ‘‘ His con- 
science does not critically examine the command.” This would 
seem to show that the word conscience is used to mean an 
exercise of reason. If reason is not “‘ critically exercised ’’ it 
is difficult to see how the resulting act is moral or immoral : 
although, of course, there may be negligence in failing to make 
a critical examination before exercising the will. But this is 
by the way: conflicts of law and moral ideas do occur and 
many will agree with Dr. Allen that the possibilities of conflicts 
may be avoided by a wise judicial policy which keeps the law 
in harmony with social needs. In this connection Dr. Allen 
deals with the modern development of the doctrine of negligence 
and concludes that ‘‘ some day the law may imperatively require 
of human nature at least that minimum of altruism which 
Bentham, and most sensible persons with him, considered not 
in excess of the plain man’s plain duty ’’ (p. 220). No doubt 
the recent decision of the House of Lords in M’Alister or 
Donoghue v. Stevenson (1932) W.N. 139; (1932) A.C. 48 
T.L.R. 494, may be regarded as bearing out this tendency 
of judges to impose new duties of care. It may be, too, that 
the ‘‘ harsh repudiation of the very reasonable principle of 
negotiorum gestio’’ may soon be modified by our courts; in 
this connection the judgment of McCardie, J., in Prager v. 
Blatspiel, Stamp and Heacock Ltd. [1924] 1 K.B. 566 at p. 570 
would seem to be in point. 

The relation between law and morals is again touched on in 
the essays on ‘‘ The Nature of a Crime,” ‘“‘ The Presumption 
of Innocence,’’ and ‘‘ Legal Morality and the Jus Abutendi.”’ 
The coincidence of Dr. Allen’s notion of justice with that of 
Professor Francois Gény, mentioned at page 117, is noteworthy. 
Dr. Allen indeed reminds one of Gény when he says at page 27, 
‘There is . . . need for the detached scientific method which, 

. will canalise, as it were, the main streams of [legal] 
principle and direct them into the reservoir of general legal 
doctrine.’? Unlike Gény, however, Dr. Allen does not seem 
to favour the use of any philosophical conception of natural 
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Jaw or natural justice as a means of attaining to this end. 
Indeed, Dr Allen seems to show a distrust of natural law 
at pages 4 and 5, and of the Law of Nature at page 161. 
Nevertheless, he does not hesitate to appeal to “‘ average moral 
judgment,’’ page 238, to ‘‘ average common sense,” page 293, and 
at page 174 he says, “‘ It is questionable whether there are any 
entirely amoral (sane)-individuals.’? Reading between the lines 
it would seem then that Dr. Allen has a fundamental faith in 
ordinary human reason and consequently in the human con- 
science: it is submitted that this is very»much like holding 
a belief in man’s potential appreciation of the existence of 
natural justice or natural law. It may well be, that in the 
resurrection and clarification of our ideas of natural law and 
natural justice, our legal system may yet find salvation from 
its own growing complexities. And there are signs that a 
revival of interest in the philosophy of law is at hand: the 
recent course of lectures at the School of Economics on ‘‘ Modern 
Theories of Law ’’ was well attended, and gave rise to a good 
deal of keen discussion. Students anxious to understand some 
of the present-day problems of English law cannot do better 
than read Dr. Allen’s book, but they may have to look else- 
where for a cohesive body of legal theory designed to help them 
to solve those problems; to enunciate such a theory is scarcely 
the object of the present volume. B. A. WorTLEY. 


The End of the Russian Empire. By MicHase, T. FLoRINsKY. 
Yale University Press, L. Humphrey Milford for the 
Carnegie Endowment for International Peace. 1931. 
Pp. xvit+266. $3.00. 


After having had the advantage of working under the late 
Professor Sir Paul Vinogradoff between 1920 and 1925, the 
author, as Professor James ‘I. Shotwell’s assistant, became 
responsible for the publication of the 10-12 volumes of the Russia 
Series of the History of the War. 

Dr. Florinsky’s book is not a mere summary, but an indepen- 
dent work of research and interpretation of a very wide range of 
sources referring to the ‘‘ End of the Empire.’’ The arrangement 
of the material as well as the style are lucid. The general 
approach will no doubt appeal to most foreign students. So 
far Dr. Florinsky’s survey of facts seems to us to be the best 
we have come across. It will prove as indispensable to the student 
of Russian affairs as it will interest the general reader. 


A. MEYENDORFF. 
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British Railways in Boom and Depression. By C. Doucias 
CaMPBELL. P. S. King. 1932. Pp. 125. 6s. 


Mr. Douglas Campbell tells us in his preface that his 
“present essay summarises part of a much more substantial 
doctoral dissertation ’’ and he feels ‘‘ that much may have been 
lost by condensation.’’ ‘The reviewer agrees. 

Half the book is given up to a history of the gross and net 
revenues of the British railways, their expenditure, receipts 
from passenger and goods traffic, and the volumes of these 
trafies carried during the thirty-four years from 1878 to 1912. 
Mr. Douglas Campbell eliminates the secular trend from the 
original annual figures by the device of ‘‘ curve fitting ’’ and 
presents to us the residual cyclical fluctuations of his data about 
the trend, both in tabular and graphical form. ‘These curves 
and tables illustrates the degree to which the British railways 
were subject to periodical fluctuations before the war. 

That the British railways were affected by the “‘ trade cycle ”’ 
we already knew, though admittedly, only qualitatively. The 
“ trade-cycle’’ itself is made up, inter alia, of these periodical 
‘fluctuations of railway revenues and receipts, traffics and 
expenditures. To be told by Mr. Douglas Campbell that these 
fluctuations were so much above or below trend either in terms 
of £000,000, or so much per cent., in any given year, takes 
us further, but only if we are able to judge the nicety of Mr. 
Douglas Campbell’s statistical manipulation. ‘The argument, 
as he tells us himself, is chiefly statistical. It does not go 
further than the presentation of the results of his calculations. 
Its interest lies therefore in the statistical methods he employs. 
Here the reviewer finds himself at a decided disadvantage. He 
is told that the trend shown, e.g. by the course of total railway 
expenditure since 1878 may be eliminated with the formula 
y=492+18.4x+0.19x”—0.019x*. But he is neither given the 
original data nor shown the process of fitting this curve to them. 
Criticising this part of Mr. Douglas Campbell’s book is not 
unlike correcting an examination script in higher algebra which 
gives the answers but shows neither questions nor working. 

The rest of the book is given up to a discussion of the 
Railways Act of 1921, about which Mr. Douglas Campbell has 
some pertinent things to say. His criticisms are two. He points 
out that no machinery is provided to connect the National Wages 
Board, which settles questions of railwaymen’s wages, with the 
Railway Rates Tribunal, which determines questions of rates. 
Wages are an important item in the gross expenditure of the 
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railways and Mr. Douglas Campbell attributes the fall in the 
railway net revenues since 1913 mainly to the rise in railway- 
men’s wages and the reduction of their hours. 

Secondly, he draws attention to, and criticises the rate policy 
which the railways would have to adopt were the Standard 
Revenue provisions of the Act ever to be enforced. From 1878 
to 1912, when railway rates were relatively stable, railway 
net revenues were subject to cyclical fluctuations. The Act 
of 1921, contemplating a standard net revenue, stable from 
year to year, presupposes that rates be raised when trade is 
bad, and lowered when trade is good. ‘The effect that such 
a rate policy might have in aggravating existing cyclical fluctua- 
tions, in disturbing the competitive relations of traders, and 
upon the four railway companies themselves, is examined and 
found to be bad. 

This criticism of the Act of 1921 is just, but it is very 
academic. The development of road motor transport has already 
made most of that Act an anachronism. ‘The sections which 
deal with standard rates and standard revenues are dead letters, 
and the general railway classification itself is being threatened 
by the competition of road motor enterprise. No very useful 
purpose is served, to-day, by criticising the possible defects 
of statutory provisions for the control of rates and revenue 
which have existed, and will exist, on paper only, particularly 
when the classification of freight, upon which the whole of 
railway economics depends, is breaking down. Mr. Douglas 
Campbell’s book has been published ten years too late. It 
would have been topical in 1921. ‘To-day it deals with problems 
which are non-existent rather than unimportant. 


G. J. WALKER. 


Handbuch des Deutschen Staatsrechts, Vol. I. Edited by 
GrrHarRD ANscHUTz and RicHARD THoma. ‘Tiibingen : 
J. C. B. Mohr. Pp. xix+ 708. 


It is now quite clear to political scientists and constitutional 
lawyers that written constitutions are at least as vague, 
ambiguous and uncertain as unwritten ones; and, moreover, that 
they give an adventitious stimulus to controversy about the 
meaning not only of the articles, clauses, words and punctuation 
which are included in the text of the constitution, but of the 
articles, clauses, words, commas and full-stops which are not but 
ought to be included. Thus, the German Constitution of 1919 is a 
small pamphlet ; but what it means is now only to be discovered 
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after mastering an enormous flood of literature the volume of 
which every day increases with torrential force. 

This Handbuch, which will occupy some 1,500 pages when it is 
complete, is the indispensable commentary upon this literature. It 
has been very capably planned by the two doyens of German con- 
stitutional jurisprudence: Professors Anschiitz, of Heidelberg, 
and Thoma, of Bonn. Their co-operation has resulted in three 
important things: an adequate comprehensiveness and system 
(there is history and background as well as law), a fusing of 
formal jurisprudence with the circumspection of the political 
scientist, and the assignment of special tasks to authorities who 
really know their work. The result is not only a description 
of the German constitution, in its Federal, institutional, legisla- 
tive and administrative aspects, but also an important contribu- 
tion to the application of method. Everywhere the meaning of 
an institution is stressed and explained, and its relativity in 
an equilibrium of political forces indicated. ‘The comparative 
method is also used with effect. Furthermore, every section 
has a comprehensive bibliography, not only upon Germany, 
but also upon the general and comparative aspects of the subject. 
The scope of Volume I is: The Historical Foundations of the 
Constitution ; the Main Features of the Constitution of 1871; the 
Revolution and the making of the Constitution of 1919; the 
Legal Structure of the German State ; the Federal Relationship ; 
the Institutions of the Federation ; the Institutions of the States. 
The detail is plentiful and significant. 

The result is first-class craftsmanship: a splendid example 
of the help which the expert and the teacher can afford to 
practitioners and students. 

HERMAN FINER. 


London’s Passenger Transport Problem. By Gi_BEert J. Pon- 
sonBy. P.S. King. 106 pp. 3s. 6d. 

The problem of passenger transport in and about London 
is no post-war discovery. Various phases have engaged the 
attention of Commissions and Committees from time to time 
and the mass of evidence and information available on the 
subject is considerable. The provisions of the London 
Passenger Transport Bill of 1931 were not conceived in haste 
to provide for the first instalment of ‘‘ Socialism in our Time.” 
This perhaps is not generally recognised. It would be idle 
to suppose that even a summary history of the developments 
could be sufficiently condensed to secure more than a limited 
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circulation. Such a work therefore would not serve a 
particularly useful purpose. In view of the changes in con- 
templation there is need, however, for a brief account of certain 
influences which to-day operate to the detriment of such an 
essential service as passenger transport in London and of certain 
provisions in the Bill designed to remove the resulting friction. 
This need Mr. Ponsonby has attempted to meet in his small 
book entitled London’s Passenger Transport Problem. 

He has considered the provision of the service in terms of 
under- and over-investment. This form of economic analysis 
is particularly useful for two reasons. One, because whatever 
is done to meet the needs of passenger travel in and about 
London for the future will certainly be designed to be self- 
supporting. "Two, because to date the provision has been, in 
the main, undertaken by private enterprise and, therefore, it 
might be expected that, in pursuit of profit, every attempt 
would have been made to meet all effective demands, that the 
most economic instruments would have been developed for 
particular purposes and would be in full use, and finally that 
on the whole investors would not have been disappointed. ‘The 
fact that these expectations have not been fulfilled does not 
lead Mr. Ponsonby to condemn private enterprise. First he 
is interested to know whether there have been any restrictions 
to the working of free enterprise, next whether these are 
inherent in the provision of passenger transport in and about 
a city, and finally what seems to be the most likely way to 
minimise the reactions for the future. Even such an analysis 
is difficult to confine within popular limits and Mr. Ponsonby 
suggests that the book should be considered as an introduction 
to a fuller study, which I hope very much will be written by 
him. , 

Mr. Ponsonby’s first care is to note one or two facts relating 
to capital assets and their depreciation due to various causes. 
At this stage it would have been useful to have considered 
whether or no the depreciation allowances which the writer 
suggests would have been proper to make in the case of various 
undertakings (1) were taken into account by Parliament as 
regulatory body, and (2) would necessarily carry weight with 
the investing interests. Of necessity, individuals consider 
cause and effect in the short run; further, until the coming 
of competition from the internal combustion engine, the pro- 
vision of transport involved the granting of almost complete 
monopolies. 
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Inevitably, therefore, Mr. Ponsonby has confined his attention 
to the effects of omnibus competition with railways and tram- 
ways. Indeed the problem of passenger transport in London 
in one form may be considered as a consequence of inadequate 
allowance having been made against the results of a rapidly 
improving technique. It must be allowed that the fault does 
not entirely lie with private enterprise. Space does not permit 
Mr. Ponsonby to consider fully the scope of Parliamentary and 
other control, but he does direct attention to the fact that 
certain obligations have been imposed by law, as regards charges 
and facilities, which prevented monopoly gains being earned 
on all or particular traffics. 

Mr. Ponsonby is led first to examine the policy of restricting 
bus competition with trams. The present arrangement, he 
suggests, is unsatisfactory, in that it tends to stabilise the bus- 
tram position, that since tramway debts must be met this can 
be done with the least possible sacrifice by exploiting to the 
utmost all technical inventions and that therefore the financial 
fusion of the bus and tram interests, as provided for in the 
London Passenger Transport Bill, is the only solution. 

In the two chapters that follow, concerning the need for tubes 
and suburban railway electrification, and inadequate road 
transport facilities, Mr. Ponsonby finds that the problems of 
under-investment are mixed up with the uneven traffic flows 
which are characteristics of present-day travel between a city 
and the dormitory areas. Accordingly he devotes himself to 
a consideration of the economics of the problem so far as the 
provision of facilities and the charges to be made are concerned. 
Again, he finds justification for the monopoly position to be 
given to the London Passenger Transport Board. 

The work would be incomplete without some reference to the 
problems of reconstruction in built-up areas. Here Mr. 
Ponsonby treads on dangerous ground. ‘The problem fills town 
planners with dismay. Mr. Ponsonby is less despairing. He 
suggests that the matter is bound up with road development 
and that the policy with regard to the utilisation of resources 
toward such an end must discriminate between priority of 
projects as measured by the circumstances and needs of the 
moment. He considers that road improvement within built-up 
areas is more immediately necessary and more economic than 
the construction of the new main roads, and that if resources are 


limited the former should receive treatment first. 
R. C. Hiper. 


506 ECONOMICA [ NOVEMBER 


Readings in the History of Economic Thought. By 8. HH: 
Patterson. London: McGraw-Hill. 1932. Pp. xi+745. 
278. 

American Economic Thought in the Seventeenth Century. By 
E. A. J. Jounson. P.§S. King. 1932.~Pp. xi+292. 12s. 


Nobody ever loves an anthology at first sight. The right- 
minded reader’s first emotion on being introduced to one is 
always a compound of amazement and disgust—amazement 
that the thing should have been done so badly and disgust that 
it should have been done at all. This attitude is not merely 
due to that sort of sentimentalism which makes us pay ransoms 
to bandits to dissuade them from cutting off missionaries’ ears 
and noses. It also springs in part from the perfectly rational 
opinion that disjecta membra, however skilfully severed and 
catalogued, are apt to be somewhat lacking in liveliness. Ex 
pede Herculem is a motto better suited to the taxidermist than 
to the psychologist, and the student who wishes to follow the 
workings of a great man’s mind will not be satisfied with 
snippets of his writings. 

It follows that there will be no more anthologies in Heaven; 
but in a world still ordered by the principle of scarcity, the 
impecunious or hurried reader is only too often forced to 
substitute faith in selected passages for reference to original 
works; and he is justified so long as he has any good reason 
for preferring breadth to depth of knowledge. And if antholo- 
gies must come, it is unfair to cry woe unto them by whom 
they come, or to judge them by inappropriate criteria. 

Judged as a device for saving readers the trouble of consulting 
original works, the present volume of Readings should receive 
a fairly favourable verdict. It contains selections from thirty- 
four writers, which run to about twenty pages each. ‘There are 
no passages from The Wealth of Nations, Ricardo’s Principles, 
or John Stuart Mill’s Principles—because these in their entirety 
are accessible and indispensable to every student. Writers of 
pre-Smithian eras are omitted ‘‘ because selections from them 
are to be found in the work of Professor Monroe ’’—a compli- 
ment that is as well-deserved as it is ingenuous. ‘The latest 
work represented is R. E. Thompson’s Political Economy for 
High Schools (1895), but several earlier writers, such as 
Marshall and J. B. Clark, are left out because “‘ their work 
is too recent and their present importance is too great to permit 
of selection.’? Within these self-assigned limits, Professor 
Patterson has collected a set of interesting extracts, commend- 
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ably free from misprints' and embellished with portraits and 
miniature biographies.» The book will probably be very 
popular, and one is therefore inclined to ask all the more 
anxiously how it promises to fulfil its intended purpose. The 
ordinary student will be very much at Professor Patterson’s 
mercy. 

The apparent lack of balance on which the editor himself 
comments in his preface follows naturally from his restricted 
scope, and if he ‘‘ stresses the minor rather than the major 
prophets, and perhaps economic heresies rather than economic 
orthodoxies,’’ this is to be counted to him for righteousness. 
The same is true of certain unusual proportions among the 
actual contents, where the longest and most enthusiastic notice, 
for. example, is devoted to S. N. Patten. Such indications as 
this of the compiler’s personal predilections are at the best 
part of the justification of an anthology, and at the worst only 
venial faults. 

But there are other things that cannot be so easily forgiven. 
An anthologist, ex cathedra, can commit two sorts of sin. He 
can leave out things that he ought to have put in, and he can 
put in things that he ought to have left out. The sins of 
omission are much the more serious because they are much 
the more likely to mislead an intelligent reader. Now Pro- 
fessor Patterson’s negligences are many. 

For one thing, he appears to have interpreted his rule of 
selecting ‘‘ from the point of view of English-speaking 
students’ in a rather strange manner. ‘‘ For this reason, 
the British Historical School has been stressed and the German 
Historical School has been omitted, even though it was the 
earlier and the more important of the two branches.’’ In fact, 
the only German economists represented are List, Marx, 
Engels, and Bohm-Bawerk. ‘The omission of such writers as 
Menger, Wieser, Walras, Ferrara, Pantaleoni, ‘Thiinen, 
Gossen, Hildebrand, Roscher, Knies, and Rodbertus, suggests 
that Professor Patterson believes that none but Anglo-Saxon 
economists are of great importance for English-speaking 
students, particularly those of America.” This is not very 
reassuring. 


1 The only misprints I have noticed are on pages 31 (Quesney! Tourgot!), 
480, 547, ei and 738. I doubt the tenability of certain statements on pages 
, 500 and 608. ; ; : 
*% Settee a little reminiscent of the style of the epitaphist. Fourier for 
instance is limned for us in these words: ‘‘ He was somewhat pedantic in 
mind and dissolute in character, but withal he possessed a mild disposition 
and a vivid imagination.” 
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If it were lack of space that compelled Professor Patterson 
to pass over writers like these, he might have considered the 
possibility of making room for some of them by leaving out 
Benjamin Franklin, Mrs. Marcet, Harriet Martineau, John 
Ruskin, and the few others who were much less important 
economists than any of the above, or than such writers as Rae, 
De Quincey, and Sidgwick. 

But perhaps it is ungrateful to criticise such a collection 
in detail. Certainly it would be ungrateful to do so without 
saying that many students will be glad of the extracts from 
Hutcheson, Godwin, Mandeville, Bentham, ‘Cairnes, Bastiat, 
Bagehot, Patten, and Malthus’s Principles and Definitions. 
(Perhaps a later edition might also contain some passages from 
Ricardo’s and Malthus’s letters.) 

If this book does not get very high marks in comparison with 
Monroe’s Early Economic Thought, it is only fair to remember 
that Professor Patterson has had much the more difficult task 
of the two. His chief handicap seems to be that he has 
attempted too much in trying to compress his material within 
one volume. The proportions chosen by Monroe seem satisfac- 
tory, and the present collection on about the same scale would 
run to at least three or four times its present size. In a series 
of volumes, one devoted to the. Classical School, one to the 
Historical and Socialist Schools, and another to the Subjecti- 
vists, Professor Patterson might have been able to do greater 
justice both to his subject and to his own critical powers. But 
perhaps it is just as well that he did not adopt this plan. 

It is noteworthy that of the fifty-two books represented in 
Professor Patterson’s collection, only eight are by American 
writers. America, in fact, has not produced many important 
economists until recent times. Perhaps this is partly to be 
explained by the difference between the environments of 
eighteenth- and nineteenth-century thinkers in America and in 
Europe. A system based upon admiration of the bounty of 
nature is not likely to be of the same kind as one whose funda- 
mental concern is the problem of scarcity. This, at least, has 
usually been accepted as a satisfactory reason why the period 
that produced the Wealth of Nations, the Essay on Population, 
the Essay on the Price of Corn, List’s Nationale System, Mill’s 
Principles, ‘Thiinen’s JIsolierte Staat, Das Kapital, and 
Menger’s Grundsdtze, to name only a few landmarks, should 
have seen nothing new out of America worthy to rank with 
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these, except perhaps Rae’s New Principles (which Professor 
Patterson ignores). 

But historians nowadays are again accustoming themselves 
to seek the causes of things in habit as well as in environment, 
and Professor Johnson’s aim in making an historical study of 
“the crude economic ideas of a century of pioneers in order 
to understand the subsequent differences between American and 
European economic thought ”’ merits attention. 

It is true that his study brings to light little that is of 
intrinsic value. Seventeenth-century American views on wealth, 
commerce, freedom of trade, banking, interest, and the few 
other economic questions of the time, do not seem to have been 
remarkably unlike those of Europe, except in being perhaps 
a little less modern. A good deal of the scholastic philosophy 
of the Middle Ages went over in the Mayflower, and its descent 
may instructively be traced through the writings of such men 
as Cotton Mather and John Winthrop down to Carey and Henry 
George and economists still living. The theory of money seems 
to have escaped first from these shackles—its chief liberating 
force was the practical experience of a paper currency—and 
the monetary theory of the seventeenth century is consequently 
more interesting in itself than other contemporary economics. 

It is, however, not as samples of absolute truth that these 
early theoretical fragments are to be judged, but as an explana- 
tion in part of why Franklin and Carey and Henry George 
wrote as they did, and as a much-needed corrective of the 
impression, all too widespread, as Professor Johnson rightly 
remarks, ‘‘ that the courageous men who laid the foundations 
of American life entertained no economic ideas whatsoever.”’ 

Whether the reader accepts Professor Johnson’s views on the 
relative importance of the economics of these pioneers or not 
—and he would be ill-advised to do so uncritically—he cannot 
fail to be deeply grateful for such a commendable attempt to 
contribute towards a branch of knowledge that has been so 


strangely neglected. 
H. E. Batson. 
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PUBLICATIONS OF MEMBERS OF THE EDITORIAL BOARD OF 
= HCONOMICAC 


[In accordance with the policy of the Board these ‘publications are not 
reviewed in ECONOMICA. | 


S. H. Bamey: The Framework of International Society. Longmans. 
25.852 app. 


Aspects of the Depression. Edited by Felix Morley. University of 
Chicago Press and Cambridge University Press. 5s. 6d. 300 pp. 

F,. BENHAM: British Monetary Policy. P.S. King. 5s. 116 pp. 

HuBERT BLakE: World Disorder and Reconstruction. George Allen 
and Unwin. 6s. 175 pp. 

H. Braruttcam: Wirtschaftssystem des Nationalsozialismus. Carl 
Heymanns Verlag. Berlin. RM.3. 97 pp. 

J. B. BrRIGDEN: Credit. Queensland Bureau of Economics and 
Statistics. 72 pp. 

A. FENNER Brockway: Hungry England. Gollancz. 2s. 6d. 224 pp. 

The Canada Year Book 1932. Dominion Bureau of Statistics. Ottawa. 
1,095 PPp- 

J. H. CrapHam: An Economic History of Modern Britain: Free Trade 
and Steel, 1850-1886, Cambridge University Press. 25s. 554 pp. 

COLIN CLARK: The National Income 1924-31. Macmillan. 8s. 6d. 
167 pp. 

Contributions to Canadian Economics. University of Toronto Studies. 
University of Toronto Press. $1. 120 pp. 

G. D. H. Cote: The Intelligent. Man’s Guide Through World Chaos. 
Gollancz. 5s. 659 pp. 

G. D. H. Cotk: Modern Theories and Forms of Industrial Organisa- 
tion. Gollancz. 1s. 6d. 155 pp. 

G. D. H. Cote: Modern Theories and Forms of Political Organisation. 
Gollancz. 1s. 6d. 160 pp. 

Sir J. C. CoyvajeE: India and the League of Nations. Andhra Univer- 
sity. Waltair. 5s. 240 pp. 

Sir J. C. CovajyeE: The World Economic Depression. Huxley Press, 
Madras. 1s. 6d. 96 pp. 

H. D. DickENson: Institutional Revenue. Williams & Norgate. 
tos. 6d. 264 pp. 

PauL Er1nz1iG: Montagu Norman—A Study in Financial Statesman- 
ship. Kegan Paul. tos. 6d. 255 pp. 
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FRANZ EULENBURG: Grossraumwirtschaft und Autarkie. Fischer. 
Jena. RM.2. 74 pp. 

Farm Accountancy. Statistics for 1928-29. Institut International 
d’Agriculture. Rome. 274 pp. 

E. G. M. FLETCHER : The Carrier’s Liability. Stevens & Sons. 281 pp. 

Forest Land Use in Wisconsin. Report of the Committee on Land 
Use and Forestry. University of Wisconsin. 156 pp. 

LELLO GANGEMI: Svolgimento del pensiero economico. Treves- 
Treccani-Tumminelli. Milan. L.20. 357 pp. 

MoRRIs GINSEERG: Studies in Sociology. Methuen. 6s. 207 pp. 

Gold and Monetary Stabilisation. Edited by Quincy Wright. Univer- 
sity of Chicago Press and Cambridge University Press. 1s. 
167 pp. 

T. E. GreGoRY: An Introduction to Finance. Gollancz. 1s. 6d. 
142 pp. 

HENRY HAMILTON: The Industrial Revolution in Scotland. Oxford 
University Press. 15s. 300 pp. 

R. G. Hawrrey: The Art of Central Banking. Longmans. 18s. 
464 pp. 

J. R. Hicks: The Theory of Wages. Macmillan. 8s. 6d. 247 pp. 

R. S. Lampert: A Historian’s Scrapbook. British Institute of Adult 
Education. 78 pp. 

W. F. SPALDING: Foreign Exchange and Foreign Bills. Pitman. 
Highth Edition. 7s. 6d. 338 pp. 

H.M. STATIONERY OFFICE: Committee on Ministers’ Powers. Volumes 
I and II. 15s. and 30s. 156 pp. and 324 pp. 

H.M. STATIONERY OFFICE: Committee of Enquiry on the Post Office, 
Report 1932. 9d. 42 pp. 

H.M. STATIONERY OFFICE: Companies Forty-First General Annual 
Report by the Board of Trade. 4d. 20 pp. 

W. R. Hisxetr: The Tyranny of Gold. Williams & Norgate, 2s. 6d. 
108 pp. 

R. A. Hopcson: An Introduction to International Trade and Tariffs. 
Pitman. 6s. I9gI pp. 

Indian Finance Year Book. Calcutta. Rs.5. 272 pp. 

International Institute of Intellectual Co-operation: The State and 
Economic Life. 174 pp. 

Ceci, H. Kiscu: The Portuguese Bank Note Case. Macmillan, 
tos. 6d. 284 pp. 

J. P. Koszun: Les Efforts de Restauration Financiere de la Bulgarie. 
Félix Alcan. Paris. 80 fr. 468 pp. 

P. J. M. LakRanaGa: Gold, Glut and Government. George Allen and 
Unwin. 6s. I9r pp. 

Hans LutHer: Wirtschaftsfragen der Gegenwart. Fischer. Jena. 
76 pp. 

Monetary Reconstruction by Reflation and Currency Management. 
Monetary Reform Association. Manchester. 2d. 15 pp. 

FELIx MortEy: The Society of Nations. Faber & Faber. 18s. 678 pp. 

W. P. Morreti: The Provincial System of Government in New 
Zealand 1852-76. Longmans, tos. 6d. 287 pp. 

OswaLtp Mostey: The Greater Britain. British Union of Fascists. 


as. 6d. 160 pp. 
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L. E. Nea, : Retailing and the Public. George Allen & Unwin. 7s. 6d. 
IQIl pp. 

Luicr Nina: Le finanze pontificie nel Medicvo. Treves-Treccani- 
Tumminelli. Milan. L.45. 320 pp. 

E. ScHULTZE: Pfundsturz und Weltkrise. Deutsche Wissenschaftliche 
Buchhandlung. Leipzig. 158 pp. 

E. R. A. SELIGMAN and C. S. SHouP: A Report on the Revenue System 
of Cuba. Talleres Tipograficos de Carasa y Cia. Havana. 430 pp. 

FELIx SOMARY: Krisenwende? Fischer. Berlin. 59 pp. 

L. V. Srait-HoLsteEIn: Norway in Arcticum. Levin & Munksgaard 
(Copenhagen) and Williams & Norgate. 6s. 80 pp. 

GUSTAVO DEL VECCHIO: Cronache della lira in pace e in guerra. Treves- 
Treccani-Tumminelli. Milan. 1.20. 515 pp. 

E. WaGEMANN : Introduction 4 la Théorie du Mouvement des Affaires. 
Félix Alcan. Paris. 25 fr. 126 pp. 

WILLIAM WALLACE: Business Forecasting. Third Edition. Pitman. 
Sep OL mL 2S aD Ds 

SYDNEY AND BEATRICE WeEBB: Methods of Social Study. Longmans. 
8s. 6d. 262 pp. 

H. J. Wetcu and C. S. Myers: Ten Years of Industrial Psychology. 
Pitman & Sons. 6s. 146 pp. 

H. WESTERGAARD: Contributions to the history of Statistics. P. S. 
Teahiles, <1 Gel, Aye) JOS 

FREDERICK WHYTE: The Future of East and West. Sidgwick and 
Jackson. 3s. 6d. 180 pp. 

ALLAN WINTERBOTIOM : An Enquiry into the Employment of Juveniles 
in Lancashire. Manchester University Press. 6d. 23 pp. 

ARTHUR YOUNG: Tours in England and Wales. Reprint published by 
the London School of Economics and Political Science. 5s. 330 pp. 


PUBLICATIONS OF THE LEAGUE OF NATIONS. 


World Economic Survey, 1931-32. George Allen & Unwin. 6s. 327 pp. 
Review of World Production, 1925-1931. George Allen & Unwin. 5s. 
166 pp. 
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Periodicals Received 


L’Actualité Economique. Montreal. August, 1932. 

Commercio, Rome. June, August, October, 1932. 

Det Ekonomiska Liéget. Stockholm. August, October, 1932. 

Economia, Rome. July, August, September, 1932. 

Economic News. Brisbane. June, 1932. 

Economic Review. Kyoto. July, 1932. 

Giornale degli Economisti e Rivista di Statistica. Rome. June, July, 
August, September, 1932. 

Indian Journal of Economics. Allahabad. July, 1932. 

Journal of the Bengal National Chamber of Commerce. Calcutta. 
March, 1932. 

Journal of the Ministry of Agriculture. August, September, October, 
1932. 

Journal of the Royal Statistical Society. Part III. 1932. 

Journal of the University of Bombay. July, 1932. 

Labour Gazette. Bombay. June, July, August, 1932. 

La Riforma Sociale. Torino. July, October, 1932. 

The People’s Tribune. Shanghai. August, September, 1932. 

Progress and the Scientific Worker. September-October, 1932. 

Quarterly Bulletin of the National Bank of the Kingdom of Jugoslavia. 
Economic Research Department. Belgrade. No. 2, 1932. 

Revista de Ciencias Economicas. Buenos Aires. May, June, July, 
August, 1932. 

Rivista del Diritto Commerciale. Milan. July-August, 1932. 

Rivista Internazionale di Scienze Sociali e Discipline Ausiliarie. 
Milan. July, 1932. 

Rivista Italiana di Statistica, Economia e Finanza. Bologna. June, 
1932. 

The Social Service Review. Chicago. June, September, 1932. 

The Sociological Review. April-July, 1932. 
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School Notes 


The School records with very deep regret the deaths of Professor 
Graham Wallas, M.A., Litt.D., D.Litt., and Mr. G. Lowes Dickinson, 
M.A., both of whom were associated with the School from its earliest 
years. 


Staff. 


The title of ‘‘ Reader in Geography in the University of London ” 
has been conferred on Dr. Hilda Ormsby, D.Sc.(Econ.), Lecturer in 
Geography at the School since 1920. 

Mr. R. F. Fowler, B.Com., has been appointed temporary Assistant 
in Commerce for the session 1932-3. 

The members of the Lord Chancellor’s Committee on the Organisa- 
tion of Legal Education in England include Lord Atkin (a former 
Governor of the School), the Director of the School, Professor H. J. 
Laski (Professor of Political Science at the School), Professor H. G. 
Gutteridge (formerly Sir Ernest Cassel Professor of Commercial and 
Industrial Law at the School), and Dr. A. D. McNair (formerly 
Lecturer in International Law at the School). 


Award of Postgraduate Studentships. 


A Research Studentship of the value of £200 a year in addition 
to fees, tenable for two years, has been awarded by the School to 
Mr. Abraham Lerner, who obtained First Class Honours at the Final 
B.Sc.(Kcon.) Examination of June 1932. Mr. Lerner was awarded both 
the Gladstone and the Gonner Prizes on the results of the examination. 

Special Leverhulme Research Scholarships of the value of £165 
have been awarded by the School to the following: Ralph Arakie, 
Samuel Goldman, Ursula K. Webb. 

A Women’s Studentship of the value of £150 a year, in addition 
to fees, tenable for two years, has been awarded by the School to Miss 
Ida Cecil Greaves. 

A Metcalfe Studentship of the value ef £100 for one year, tenable 
at the School, has been awarded by the University jointly to Miss 
Madeline M. Rooff and Miss Sylvia Thrupp. 
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